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RURAL ELECTRIFICATION ADMINISTRATION IM- 
PROVEMENT ACT OF 1992; AND THE REVITAL- 
IZATION OF HEALTH AND EDUCATION IN 
RURAL AMERICA ACT OF 1992 



TUESDAY, JUNE 2, 1992 

House of Representatives, 
Subcommittee on Conservation, 
Credit, and Rural Development, 

Committee on Agriculture, 

Washington, DC. 
The subcommittee met, pursuant to call, at 10:05 a.m., in room 
1300, Longworth House Office Building, Hon. Glenn English (chair- 
man of the subcommittee) presiding. 

Present: Representatives Sarpalius, Johnson, Penny, Long, 
Smith, Gunderson, Combest, Allard, Barrett, and Nussle. 

Also present: Representative E (Kika) de la Garza, chairman of 
the committee. 

Staff present: Andy Baker, assistant counsel; John E. Hogan, mi- 
nority counsel; Glenda L. Temple, clerk; Benjamin I. Baker, James 
E. McDonald, James A. Davis, Merv Yetley, David Ebersole, and 
Pete Thomson. 

OPENING STATEMENT OF HON. GLENN ENGLISH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF OKLAHOMA 

Mr. English. The hearing will come to order. 

We have called this hearing this morning to receive testimony on 
two pieces of legislation which were recently introduced. 

The aim of the two bills, H.R. 5237 and H.R. 5238, is to enhance 
rural America's access to an advanced, modem electric and tele- 
phone infrastructure. 

Specifically, H.R. 5237 would provide for numerous technical 
changes to the Rural Electrification Act. Currently, REA has a 100 
percent lien against the entire plant of an REA borrower. 

This does not allow borrowers to obtain loans from private lend- 
ers for providing electric or telephone service or for rural develop- 
ment purposes. 

This bill addresses this problem in two ways: First, if an REA 
electric or telephone borrower wants to obtain a loan from a pri- 
vate lender for the purpose of providing electric or telephone serv- 
ice, this bill would require the REA Administrator to provide a lien 
accommodation to that private lender unless the Administrator de- 

(1) 
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termines that the borrower will be unable to repay its Government 
loans and guarantees. 

Second, when a borrower wants to obtain a loan from a private 
lender for rural development purposes and the REA Administrator 
determines that the borrower can meet its obligations to the Gov- 
ernment, then REA shall be subordinate to the private lender in 
terms of the assets acquired with the proceeds of the loan from the 
private lender. 

In addition, a number of electric cooperatives have become in- 
creasingly dissatisfied with borrowing from REA because of the ex- 
cessively frustrating and costly delay in obtaining loan approvals. 
For this reason, some cooperatives would prefer to become inde- 
pendent of REA. 

This legislation allows REA electric borrowers to repay their 
loans, based on the Government's cost of money, in order to 
become independent of REA. Further, this legislation exempts the 
Rural Telephone Bank from credit reform and repeals sections 412 
and 311 of the act. 

Studies by the U.S. Department of Commerce, Office of Technolo- 
gy Assessment and the Aspen Institute all identify up-to-date tele- 
communications systems as the linchpin for a vigorous future for 
rural America. H.R. 5238 moves to implement some of these recom- 
mendations. 

The bill establishes a program through the Rural Electrification 
Administration [REA] to provide grants to qualified State health 
and education consortia to assist them in obtaining access to 
modem telecommunications systems. The Governor of a participat- 
ing State would submit a plan to the REA outlining specific meth- 
ods for upgrading and modernizing the telecommunications net- 
work of that State. 

A health or education consortium would then be required to 
submit a plan detailing how to increase health access and educa- 
tional opportunities in conjunction with the State's overall plan. 

With us this morning we have several pioneers in the health and 
education fields who will help us to better understand the potential 
that telecommunications technology holds for improving the qual- 
ity of life in rural America. 

I am looking forward to hearing the testimony regarding both of 
these bills 

[H.R. 5237 and H.R. 5238 follow:] 
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102D CONGRESS 
2d Session 



H. R. 5237 



To amend the Rural Electrification Act of 1936 to improve the provision 
of electric and telephone service in rural areas, and for other purposes. 



IN THE HOUSE OF REPRESENTATIVES 

May 21, 1992 

Mr. English (for himself, Mr. Stallings, Ms. Long, Mr. Jontz, Mr. Pe- 
TERSON of Minnesota, Mr. Roemer, Mr. YouNG of Alaska, Mr. Emer- 
SON, Mr. VOLKMER, Mr. Olin, and Mr. Smith of Oregon) introduced the 
following bill; which was referred jointly to the Committees on Agriculture 
and Government Operations 



A BILL 

To amend the Rural Electrification Act of 1936 to improve 
the provision of electric and telephone service in rural 
areas, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Rural Electrification 

5 Administration Improvement Act of 1992". 
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1 SEC. 2. UEN ACCOMMODATION AND SUBORDINATION. 

2 (a) Lien Accommodation. — Title HI of the Rural 

3 Electrification Act of 1936 (7 U.S.C. 931"940d) is 

4 amended by inserting after section 307 the following: 

5 ''SEC. 307A. UEN ACCOMMODATION. 

6 "(a) In General. — Except as provided in subsection 

7 (b), if the borrower of a loan made or guaranteed under 

8 this Act applies for a loan from a private lender for the 

9 provision of electric service or telephone service, then, on 

10 request of the borrower, the Administrator shall grant the 

11 private lender a lien accommodation on the total assets 

12 securing the unpaid indebtedness owed to the Grovemment 

13 and other lien holders on an equal and pro rata basis to 

14 the lien held by the Grovemment in respect of the loan 

15 to the borrower. 

16 "(b) Exception. — Subsection (a) shall not apply if, 

17 pursuant to the standards set forth by a rule published 

18 by the Administrator in the Federal Register in accord- 

19 ance with the notice and hearing requirements of sub- 

20 sections (b) through (e) of section 553 of title 5, United 

21 States Code, the Administrator determines that as a result 

22 of obtaining the private loan, the ability of the borrower 

23 to repay all of the outstanding Government loans and 

24 guarantees of the borrower will not be reasonably ade- 

25 quate and will be adversely affected. 
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1 "(c) Deadline. — The Administrator shall grant or 

2 deny a borrower's lien accommodation request, in writing, 

3 within 90 days of receipt of the request. 

4 "(d) Compensating Benefits. — ^In making the de- 

5 terminations required imder this section, the Adminis- 

6 trator shall not require a compensating benefit to the Gov- 

7 emment. 

8 "(e) Private Lender Defined. — ^As used in this 

9 section, the term ^private lender' means any lender other 

10 than the Rural Electrification Administration, the Rural 

1 1 Telephone Bank, or the Federal Financing Bank.". 

12 (b) Lien Subordination. — Title III of such Act (7 

13 U.S.C. 931-940d), as amended by subsection (a) of this 

14 section, is amended by inserting after section 307A the 

15 following: 

16 "SEC. 307B. LIEN SUBORDINATION. 

17 "(a) In General. — ^If the borrower of a loan made 

18 or guaranteed under this Act applies for a loan from a 

19 private lender for the purpose of rural development (other 

20 than for the provision of electric service or telephone serv- 

21 ice), then, on request of the borrower, the Ken of the Ad- 

22 ministrator (if any) against the assets acquired with the 

23 proceeds of the loan from the private lender shall be sub- 

24 ordinate to any lien of the private lender against such as- 

25 sets, if, pursuant to the standards set forth by a rule pub- 
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1 lished by the Administrator in the Federal Register in ac- 

2 cordance with the notice and hearing requirements of sub- 

3 sections (b) through (e) of section 553 of title 5, United 

4 States Code, the Administrator or the Governor of the 

5 Rural Telephone Bank determines that the operating reve- 

6 nues of the borrower will be sufficient to meet the obliga- 

7 tions of the borrower under the loan from the private lend- 

8 er and under all outstanding loans provided or guaranteed 

9 under this Act. 

10 "(b) Deadline. — The Administrator shall grant or 

11 deny a borrower's lien subordination request, in writing, 

12 within 90 days of receipt of the request. 

13 "(c) Compensating Benefits. — In making the de- 

14 terminations required under this section, the Adminis- 

15 trator shall not require a compensating benefit to the Gov- 

16 emment. 

17 "(d) Private Lender Defined. — ^As used in this 

18 section, the term 'private lender^ means any lender other 

19 than the Rural Electrification Administration, the Rural 

20 Telephone Bank, or the Federal Financing Bank.". 

2 1 SEC. 3. DISCOUNTED LOAN PREPAYMENT. 

22 (a) In General. — Subsection (a) of section 306B of 

23 the Rural Electrification Act of 1936 (7 U.S.C. 936b(a)) 

24 is amended to read as follows: 
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1 "(a) Discounted Prepayment by Borrowers op 

2 Electric Loans. — 

3 "(1) In general. — Except as provided in para- 

4 graph (2), a direct or insured loan made under this 

5 Act shall not be sold or prepaid at a value that is 

6 less than the face value of any outstanding principal 

7 balance on the loan. 

8 "(2) Exception.— A loan or a portion of a 

9 loan that was advanced before May 1, 1992, or has 

10 been fully advanced for not less than 2 years may 

11 be sold to or prepaid by the borrower of an electric 

12 loan, at the option of the borrower, at the lesser of 

13 the outstanding principal balance due on the loan or 

14 the loan's present value discounted from the face 

15 value at maturity at the rate established by the Ad- 

16 ministrator. 

17 "(3) Discount rate. — The discount rate es- 

18 tablished by the Administrator for prepaying direct 

19 loans or insured loans under this subsection shall be 

20 the then current cost of funds to the Department of 

21 the Treasury for obligations of comparable maturity 

22 to the funds being prepaid. 

23 "(4) Tax exempt financing. — ^If a borrower 

24 prepays a loan under this subsection using tax ex- 

25 empt financing, the discount shall be ac^justed to 
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1 make the discount equivalent to the discount that 

2 would be obtained if the borrower used fully taxable 

3 financing. The borrower shall certify in writing 

4 whether the financing will be tax exempt and shall 

5 comply with such other terms and conditions as the 

6 Administrator may establish that are reasonable and 

7 necessary to carry out this paragraph. 

8 "(5) Eligibility. — 

9 "(A) In general. — ^A borrower that has 

10 prepaid an insured or direct loan shall remain 

1 1 eligible in the same manner as other borrowers 

12 for assistance under this Act, except that — 

13 "(i) a borrower that has prepaid a 

14 loan at a discount rate as provided by 

15 paragraph (3)(A) shall not be eligible, ex- 

16 cept at the discretion of the Administrator, 

17 to receive future direct or insured loans for 

18 60 months after the prepayment; and 

19 "(ii) a borrower that has prepaid at a 

20 discount rate greater than the rate pro- 

21 vided by paragraph (3) (A) shall not be eU- 

22 gible, except at the discretion of the Ad- 

23 ministrator, to receive a future insured 

24 loan, except that a borrower that has pre- 

25 paid an insured or direct loan prior to De- 

•HR 5237 IH 
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1 cember 31, 1991, shall be eligible for fu- 

2 ture insured or direct loans based on the 

3 terms of the agreement made by the bor- 

4 rower and the Administrator at the time of 

5 the prepayment. 

6 "(B) DiSTRffiUTION BORROWERS. — ^A dis- 

7 tribution borrower not in default on the repay- 

8 ment of loans made or insured under this Act 

9 shall be eUgible for discounted prepayment as 

10 provided in this subsection. A default by a bor- 

11 rower from which a distribution borrower pur- 

12 chases wholesale power shall not be considered 

13 a default by the distribution borrower. 

14 "(6) Definitions. — As used in this subsection: 

15 "(A) Direct loan. — The term 'direct 

16 loan* means a loan made under section 4. 

17 *'(B) Insured loan. — The term 'insured 

18 loan' means a loan made under section 305.". 

19 (b) Conforming Amendment. — Section 306B(b) of 

20 such Act (7 U.S.C. 936b(b)) is amended by striking "(b) 

21 Notwithstanding" and inserting the following: 

22 "(b) Mergers of Electric Borrowers. — Not- 

23 withstanding". 
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1 SEC. 4. CLARIFICATION OF TREATMENT OF RURAL TELE- 

2 PHONE BANK CREDIT. 

3 Section 506(a)(1) of the Congressional Budget Act 

4 of 1974 (2 U.S.C. 661e(a)(l)) is amended by inserting 

5 "Rural Telephone Bank," before "or Tennessee Valley 

6 Authorit/\ 

7 SEC. 5. REPEAL OF SECTION 412. 

8 Section 412 of the Rural Electrification Act of 1936 

9 (7 U.S.C. 950b) is hereby repealed. 

10 SEC. 6. REPEAL OF SECTION 311. 

11 Section 311 of the Rural Electrification Act of 1936 

12 (7 U.S.C. 940a) is hereby repealed. 

13 SEC. 7. REGULATIONS. 

14 Within 180 days after the date of the enactment of 

15 this Act, the Administrator of the Rural Electrification 

16 Administration and the Governor of the Rural Telephone 

17 Bank shall prescribe such regulations as may be necessary 

18 to carry out the amendments made by this Act. 

O 
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102D CONGRESS 
2d Session 



H. R. 5238 



To establish a grant program to improve the provision of health care services 
and educational services in rural areas by enabling providers of such 
services to obtain access to modem interactive telecommunications sys- 
tems, and for other purposes. 



IN THE HOUSE OF REPRESENTATIVES 

May 21, 1992 
Mr. ExGLiSH (for himself, Mr. Wise, Mr. Syxar, Mr. Roberts, Mr. Emer- 
son, Mr. Brewster, Mr. Poshard, Mr. Rowland, Mr. Hatcher, Mr. 
Slattery, Mr. McMillan of Maryland, Mr. Coleman of Missouri, Mr. 
JONTZ, Mr. Walsh, and Mr. Espy) introduced the following bill; which 
was referred to the Committee on Agriculture 



A BILL 

To establish a grant program to improve the provision of 
health care services and educational services in rural 
areas by enabling providers of such services to obtain 
access to modem interactive telecommunications systems, 
and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Revitalization of 

5 Health and Education in Rural America Act of 1992''. 
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1 SEC. 2. GRANTS TO ENABLE PROVIDERS OF HEALTH CARE 

2 AND EDUCATIONAL SERVICES IN RURAL 

3 AREAS TO mPLEMENT INTERACTIVE TELE- 

4 COMMUNICATIONS SYSTEMS. 

5 (a) Findings. — The Congress finds that— 

6 (1) interactive telecommunications systems hold 

7 the potential to alleviate many of the problems rural 

8 Americans face in obtaining access to adequate 

9 health care and expanded educational services; and 

10 (2) access to such systems by providers of 

11 health care services and educational institutions in 

12 rural areas would greatly increase their ability to 

13 provide more comprehensive health care and edu- 

14 cation to rural, underserved populations. 

15 (b) Grant Program.— Subtitle D of title XXIII of 

16 the Food, Agriculture, Conservation, and Trade Act of 

17 1990 is amended by adding at the end the following: 

18 "CHAPTER 3— IMPROVEMENT OF HEALTH CARE 

19 SERVICES AND EDUCATIONAL SERVICES 

20 THROUGH TELECOMMUNICATIONS 

21 <«SEC. 2338. GRANT PROGRAM. 

22 "(a) Establishment. — The Administrator of the 

23 Rural Electrification Administration (in this chapter re- 

24 ferred to as the 'Administrator') shall establish a program 

25 for providing grants to any qualified consortium to assist 

26 the consortium in obtaining access to modem interactive 

•IIR52S8IH 
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1 telecommunications systems through the public switched 

2 network. 

3 "(b) Definitions. — 

4 "(1) Qualified consortium. — As used in this 

5 chapter, the term 'qualified consortium' means a 

6 consortium which — 

7 "(A) provides health care services or edu- 

8 cational services in a rural area of a qualified 

9 State; and 

10 "(B) is composed of — 

11 "(i) a tertiary care facility, rural re- 

12 ferral center, or medical teaching institu- 

13 tion, or an educational institution accred- 

14 ited by the State; 

15 "(ii) any number of institutions that 

16 provide health care services or educational 

17 services; and 

18 **(iii)(I) in the case of a consortium 

19 seeking a grant under this chapter to im- 

20 prove health care services, not less than 3 

21 rural hospitals, chnics, community health 

22 centers, migrant health centers, local 

23 health departments, or similar facilities; or 

24 "(II) in the case of a consortium seek- 

25 ing a grant under this chapter to improve 
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1 educational services, not less than 3 edu- 

2 cational institutions accredited by the 

3 State. 

4 **(2) Qualified state. — The term 'qualified 

5 State' means a State which has adopted, within 1 

6 year after the date final regulations are prescribed 

7 to carry out this chapter, a plan for the upgrading 

8 and modernization of the rural telecommunications 

9 infrastructure of the State which, among other 

10 things — 

11 **(A) provides for the elimination of party 

12 line service in rural areas of the State; 

13 "(B) encourages and improves the use of 

14 telecommunications, computer networks, and 

15 related advanced technologies to provide edu- 

16 cational and medical benefits to people in rural 

17 areas of the State; 

18 "(C) provides for an enhancement in the 

19 quality and availability of educational opportu- 

20 nities for students in rural areas of the State; 

21 "(D) provides for improvement in the qual- 

22 ity of medical care provided, and access to med- 

23 ical care afforded, to people in rural areas of 

24 the State; 
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1 "(E) provides incentives for local telephone 

2 exchange carriers to improve the quality of tele- 

3 phone service and access to advanced tele- 

4 communications services for subscribers in rural 

5 areas of the State, including facsimile document 

6 transmission, multifrequency tone signaling 

7 services, interactive audio and video trans- 

8 missions, voicemail services, and other tele- 

9 communications services; 

10 "(P) provides for the fall participation of 

11 rural areas in the modernization of the tele- 

12 communications network through the implemen- 

13 tation of joint coordinated network planning, 

14 design, and cooperative implementation among 

15 all local telephone exchange carriers in the pro- 

16 vision of public switched network infrastructure 

17 and services; 

18 "(6) provides for the achievement, preser- 

19 vation, and enhancement of universal service by 

20 bringing reasonably priced, high-quality, ad- 

21 vanced telecommunications network capabilities 

22 to the people of the rural areas of the State, in- 

23 eluding through the sharing of public switched 

24 network infrastructure and functionality by 

25 local telephone exchange carriers at the request 
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1 of local telephone exchange carriers lacking 

2 economies of scale or scope to provide such in- 

3 frastructure or fanctionaUty on their own; 

4 "(H) provides for the achievement of such 

5 goals within 10 years after the adoption of the 

6 plan; and 

7 "(I) does not alter the boundaries of any 

8 local telephone exchange company franchised 

9 service area designated or recognized by the 

10 State, or the equivalent in the State. 

11 "(3) Rural area. — The term *rural area' has 

12 the meaning given such term in section 203(b) of 

13 the Rural Electrification Act of 1936. 

14 "(4) Telephone service. — The term 'tele- 

15 phone service' has the meaning given such term in 

16 section 203(a) of the Rural Electrification Act of 

17 1936. 

18 **(c) Selection of Grant Recipients. — 

19 *'(1) Application requirement. — 

20 "(A) In general.— Any quahfied consor- 

21 tium that provides services in a State and de- 

22 sires to obtain a grant under this chapter shall 

23 submit to a State agency designated by the 

24 Governor of the State an application in such 

25 form, containing such information and assur- 
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1 ance, and at such time, as the Administrator 

2 may require. 

3 "(B) Contents op application. — The 

4 appUcation shall contain or be accompanied 

5 by— 

6 "(i) a copy of the State plan described 

7 in subsection (b)(2); 

8 "(ii) the plan of the applicant, for ob- 

9 taining access to interactive telecommuni- 

10 cations systems, which — 

11 "(I) specifies, consistent with 

12 subsection (f), the uses to be made of 

13 such systems; 

14 "(11) demonstrates that the s}'^- 

15 tems will be capable of being readily 

16 connected to the estabHshed public 

17 switched network; and 

18 "(HI) is compatible with the 

19 State plan; and 

20 "(iii) a commitment by the State to 

21 make a grant to the appUcant in an 

22 amount equal to 20 percent of the funds 

23 required to carry out the plan of the appli- 

24 cant, conditional upon a commitment by 

25 the Administrator to make 1 or more 
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1 grants to the applicant under this chapter 

2 in an amount equal to 80 percent of the 

3 funds required to carry out the plan of the 

4 applicant. 

5 *'(2) Review and comment. — The State agen- 

6 cy shall review the application and the applicant's 

7 plan and, after any revisions made by the applicant 

8 are incorporated, transmit to the Administrator the 

9 application and plans, and the comments of the 

10 State agency. 

11 **(3) Selection of grantees. — The Adminis- 

12 trator shall — 

13 "(A) review the appHcations and plans 

14 transmitted pursuant to paragraph (2); 

15 "(B) consider the comments of the State 

16 agency with respect to the application; and 

17 "(C) make grants in accordance with para- 

18 graph (4) to each apphcant therefor that com- 

19 plies with the requirements of this chapter and 

20 the regulations prescribed by the Administrator 

21 to carry out this chapter. 

22 "(4) Priorities. — Priority for grants under 

23 this chapter shall — 

24 "(A) be accorded to appUcants whose ap- 

25 plications demonstrate — 
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1 *Hi) the greatest likelihood of suecess- 

2 fully and efficiently carrying out the activi- 

3 ties described in subsection (f)(1); 

4 "(ii) the participation of the local tele- 

5 phone exchange carrier in providing and 

6 operating the telecommunications trans- 

7 mission faciUties required by the plan; and 

8 "(iii) unconditional financial support 

9 from the local community; and 

10 "(B) so as to ensure, to the extent pos- 

1 1 sible, that various regions of the United States 

12 benefit fi-om the use of the grants. 

13 "(d) Maximum Amount op Grant. — The amount of 

14 each grant under this chapter shall not exceed $1,500,000. 

15 "(e) Distribution op Grants. — Grants to any 

16 qualified consortium under this chapter shall be disbursed 

17 over a period of not more than 3 years. 

18 "(f) Use op Funds.— 

19 "(1) In general. — Grants under this chapter 

20 may be used to support the costs of activities involv- 

21 ing the sending and receiving of information to im- 

22 prove health care services or educational services in 

23 rural areas, including — 

24 "(A) in the case of grants to improve 

25 health care services — 
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1 "(i) consultations between health care 

2 providers; 

3 "(ii) transmitting and analyzing x- 

4 rays, lab slides, and other images; 

5 "(iii) developing and evaluating auto- 

6 mated claims processing, and transmitting 

7 automated patient records; and 

8 "(iv) developing innovative health pro- 

9 fessions education programs; 

10 "(B) in the case of grapts to improve edu- 

1 1 cational services — 

12 "(i) developing innovative education 

13 programs and expanding curriculum offer- 

14 ings; 

15 "(ii) providing continuing education to 

16 all members of the community; 

17 "(iii) providing the means for libraries 

18 of educational institutions or public librar- 

19 ies to share resources; 

20 "(iv) providing the pubUc with access 

21 to State and national data bases; 

22 "(v) conducting town meetings; and 

23 "^fvi) covering meetings of agencies of 

24 State government; and 

25 "(C) in all cases— 
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1 "(i) transmitting financial informa- 

2 tion; and 

3 "(ii) such other related activities as 

4 the Administrator deems to be consistent 

5 with the purposes of this chapter. 

6 "(2) Limitation on acquisition of inter- 

7 ACTIVE telecommunications EQUIPMENT. — Not 

8 more than 40 percent of the amount of any grant 

9 made under this chapter may be used to acquire 

10 interactive telecommunications end user equipment. 

11 "(3) Limitation on use of consultants. — 

12 Not more than 5 percent of the amount of any grant 

13 made under this chapter may be used to employ or 

14 contract with any consultant or similar person. 

15 "(4) Prohibitions. — Grants made under this 

16 chapter may not be used, in whole or in part, to es- 

17 tablish or operate a telecommunications network or 

18 to provide any telecommunications service for hire. 

19 "(g) Limitations on Authorization of Appro- 

20 priations. — 

21 "(1) Grants to improve rural health 

22 riARE services. — For grants under this chapter to 

23 improve health care services, there are authorized to 

24 be appropriated to the Administrator not to Exceed 

25 $30,000,000. 

•HR6288IH 

Digitized by 



Google 



22 



12 

1 "(2) Grants to improve rural edu- 

2 CATIONAL SERVICES. — Por grants under this chap- 

3 ter to improve educational services, there are author- 

4 ized to be appropriated to the Administrator not to 

5 exceed $20,000,000. 

6 "(3) Availability op funds. — Sums appro- 

7 priated pursuant to this subsection are authorized to 

8 remain available until expended.". 

9 (c) Reduction in Interest Rate on Insured 

10 Telephone Loans for Borrowers Prom States 

11 With Plans for Upgrading Rural Telecommuni- 

12 cations Infrastructure. — Section 305(b) of the Rural 

13 Electrification Act of 1936 (7 U.S.C. 935(b)) is amended 

14 by adding after and below the end the following: 

15 ** Notwithstanding the preceding sentence, an insured tele- 

16 phone loan made under this section on or after the date 

17 of the enactment of this sentence to an otherwise eligible 

18 borrower therefor in any qualified State (as defined in sec- 

19 tion 2338(b)(2) of the Pood, Agriculture, Conservation, 

20 and Trade Act of 1990), which would (but for this sen- 

21 tence) bear interest at more than 4 percent per annum, 

22 shall bear interest at 4 percent per annum.". 

23 (d) Elimination of Preference for Rural 

24 Telephone Bank Loans for Borrowers Located in 

25 States With Plans for Upgrading Rural Tele- 
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1 COMMUNICATIONS INFRASTRUCTURE. — Section 408(b)(2) 

2 of the Rural Electrification Act of 1936 (7 U.S.C. 

3 948(b)(2)) is amended by inserting "which is not located 

4 in a qualified State (as defined in section 2338(b)(2) of 

5 the Pood, Agriculture, Conservation, and Trade Act of 

6 1990)" after "any borrower". 

7 SEC. 3. INCREASE IN LIMITATION ON POPULATION OF 

8 RURAL AREAS FOR PURPOSES OF TELE- 

9 PHONE LOANS. 

10 (a) In General.— Section 203(b) of the Rural Blec- 

11 trification Act of 1936 (7 U.S.C. 924(b)) is amended by 

12 striking "one thousand five hundred" and inserting 

13 "10,000". 

14 (b) Conforming Amendment. — Section 13 of such 

15 Act (7 U.S.C. 913) is amended by inserting "(except in 

16 title II)" before "shall be deemed to mean any area". 

17 SEC. 4. SENSE OF THE CONGRESS. 

18 It is the sense of the Congress that persons who are 

19 eligible for telephone loans under the Rural Electrification 

20 Act of 1936 and are interested in upgrading telecommuni- 

21 . cations in rural areas should obtain financial assistance 

22 under such Act through a subsidiary in order to limit the 

23 assets subject to the lien requirements of such Act. 
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Mr. Engush. Mr. Smith. 

OPENING STATEMENT OF HON. ROBERT F. (BOB) SMITH, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OREGON 

Mr. Smith. Thank you very much, Mr. Chairman. 

Thank you for holding this hearing today on these two bills. H.R. 
5237 contains a number of provisions suggested by the rural elec- 
tric cooperatives from Oregon and across the country. 

The language on lien accommodation and loan repayment is in- 
tended to provide incentives to the electric borrowers to seek lend- 
ing from alternative private sources. This, of course, would allow 
some flexibility and a greater opportunity for others to borrow 
from the REA loan fund program. 

H.R. 5238, creates a new grant program intended to utilize tele- 
communications technology to improve educational and health care 
services in our rural communities. Surely, this is a laudable goal, 
but obtaining a commitment from the appropriations panel has 
been very difficult in the past, if not impossible. 

So I look forward to hearing from our witnesses today to discuss 
these two important issues. 

Mr. Engush. Thank you. 

Mr. Johnson. 

OPENING STATEMENT OF HON. TIM JOHNSON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF SOUTH DAKOTA 

Mr. Johnson. Thank you, Mr. Chairman, for convening this 
hearing and your leadership on rural development issues in gener- 
al. 

I think the bills before us are excellent. I think there will be 
strong support for it both in terms of the lien accommodation and 
the opportunity for securing private loans. 

One of my frustrations, however, is that we find ourselves with 
the increasing dissatisfaction of borrowing from REA because of 
what has been an excessively frustrating and costly situation. It in- 
volves many situations where the rural electrics would like to be 
independent of REA. This allows them to do so. 

It is a positive step in providing additional strategy for some of 
our rural electrics. But we need to keep in mind that we are going 
to have to do a better job of pushing the REA to move on a backlog 
of some $773 million in applications which have been waiting up to 
2 years for approval of loans. 

There has been no great effort that has been observable by many 
of us to accelerate the process for approving these pending loan 
mixes on a timely basis. So while other strategies to circumvent 
the REA altogether are appropriate, I hope we will not lose sight of 
the need to push the Rural Electric Administration along and ac- 
celerate these loan applications at processing. 

So thank you for holding this hearing. 

It is an excellent panel. 

I look forward to the testimony. 

Mr. Engush. Thank you. 

Mr. Barrett. 
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OPENING STATEMENT OF HON. BILL BARRETT, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEBRASKA 

Mr. Barrett. Thank you, Mr. Chairman. 

I thank you for holding these hearings. There is no question that 
REA's have been successful in providing electricity to people in 
rural areas and rural States like parts of my State of Nebraska. 

Thanks to that REA assistance, the co-ops have been able to 
obtain the financing necessary to provide that service. For exam- 
ple, in my State, only 7 percent of the rural areas were receiving 
electricity in 1945. 

In 1958, which is about 23 years later, 95 percent of the Nebras- 
ka's rural areas were receiving electrical service. This certcdnly im- 
proved the quality of life for people who live and work throughout 
all of rural America, for that matter. 

So, Mr. Chairman, I, too, commend you for your attention to the 
needs of rural America with this legislation. I stand ready to assist 
you and also Mr. Smith, in working toward a logical submission. 

There is no question that the rural areas of this country deserve 
the same benefits as the urban areas, and I want to work tow€urd 
this balance. 

Mr. Engush. Thank you. 

Mr. Gunderson. 

OPENING STATEMENT OF HON. STEVE GUNDERSON, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF WISCONSIN 

Mr. Gunderson. I also want to compliment you on the two bills, 
but I will part company and criticize you for holding the hearing 
on both on the same day, because they are so good. I think each of 
them needs a few days of discussion. 

You and I have had discussions on H.R. 5237. I think you re- 
solved the prepayment that ought to allow us to move forward in a 
partisan way. I commend you for that. 

In H.R. 5238, 1 have to tell you and everyone in this room, in my 
district, and I suspect across the country, the rural electrics are at 
the cutting edge in high technology and economic development in 
their area. If this committee does not provide them with the re- 
sources and authority to assist in a positive way, we will have done 
a great disservice, not only to the rural electric program, but to our 
constituents and America's future. 

In similar legislation in the area of health technology efforts, I 
particularly look forward to our panel that includes the Southwest 
Education Development Lab in Texas, because they are the trend 
setters in this area. 

We tried to duplicate that in the health area. In my conversa- 
tions with others, it suggests that before we are done this will not 
just be education and health, it will be broad based for rural Amer- 
ica. 

It is going to be a good day. I wish we could give just due to both 
these bills. 

Mr. Engush. I think the gentleman has an excellent point, but 
given the state of the legislative process, we wanted to move these 
as quickly as we could to allow them to go through the other body 



Digitized by 



Google 



27 

and, hopefully, on the President's desk. They each deserve their 
day in the Sun. 

Thank you. 

Mr. English. Mr. Allard. 

Mr. Allard. Thank you. 

I don't have any comments this morning. 

Mr. English. I thank my colleagues for being here this morning. 

We are delighted to hear from another colleague, the gentlemen 
from Georgia, Mr. Barnard, a great leader in the Congress, and one 
I have had the honor and privUege of serving with on another com- 
mittee, and one who has words of wisdom we are always delighted 
to listen to. 

STATEMENT OF HON. DOUG BARNARD, JR, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF GEORGIA 

Mr. Barnard. Thank you, Mr. Chairman and members of the 
subcommittee, close personal friends, all. 

Let me thank you for introducing these two pieces of legislation 
which are very important to rural America. I would like to focus 
my comments particularly on the issue of health care as it is iden- 
tified in H.R. 5238. 

It is no revelation to anyone in this room that we are facing a 
national health care crisis. It is the topic-of-the-day in Presidential 
campaign speeches and coffeeshop counters. Debate generally cen- 
ters around how to make health care available and affordable to 
all Americans. 

Fortunately, the questions of how to treat patients are becoming 
easier. Tremendous breakthroughs have been made in medical sci- 
ence in the 20th century. We now have cures and drugs available 
which were never dreamt of even 50 years ago. 

Unfortunately, the bulk of the expert physicians and equipment 
tends to congregate in urban areas. This means that — ^for those of 
us representing rural districts — ^we have constituents who do not 
have access to the premium care available to everyone. 

It is our responsibility as members of the Federal Government to 
find creative ways to make quality health care available to every- 
one. 

Surely, an important part of the solution will be Chairman Eng- 
lish's bill which gives grant money to rural areas to setup interac- 
tive telecommunications systems for health and education. 

I would like to share with you the success story of just such a 
project at the Medical College of Georgia, in my hometown of Au- 
gusta. 

The Medical College of Georgia is the State's health sciences uni- 
versity, combining several schools of health sciences and a 500-bed 
teaching hospital, which serves the entire region. 

In 1991, MCG installed a telemedicine base station with Dodge 
County Hospital, some 130 miles away. With this sophisticated 
equipment, a physician at MCG can examine and diagnose a pa- 
tient — ^half-a-State away— almost as well as if the two were in the 
same room. 

This is a two-way voice and visual system which uses electronic 
stethoscope, fiber optics, EKG, digital x rays, microscopy, freeze 
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frame, and remote control optics to perform detailed examinations. 
The doctor can ask the patient questions and can consult with the 
primary physician on prognosis and treatment. 

The benefits of such a network are obvious. First, there is imme- 
diate access to speciality consultation. Second — and this is a phrase 
everyone in this room loves to hear — ^reduced cost. It is estimated 
that $1,500 can be saved for every patient who does not have to be 
transported to an acute-care hospital. 

And then there are the human benefits such as a patient remain- 
ing with his or her own doctor, reduced delays in instituting neces- 
sary treatment, and continuity of care at the rural hospital. 

Beyond rural hospitals, there are other applications for such a 
network. For instance, experience with a less-sophisticated system 
in the Florida State prison system reduced the need for patient 
transfers by 70 percent. 

In addition, systems could be installed in nursing homes or emer- 
gency vans. And telemedicine could be used for continued medical 
education for physicians and other health care providers to keep 
them abreast of the very newest medical knowledge and proce- 
dures. 

Mr. Chairman, the MCG telemedicine project is the kind of 
State, local, and private partnership the Federal Government is 
promoting these days. Governor Miller of Georgia signed a law in 
March, authorizing $50 million to develop similar programs for 
other rural hospitals and schools. And Southern Bell and Georgia 
Power have been instrumental in providing the infrastructure nec- 
essary for all the equipment to work. 

I hope that the telemedicine program at MCG — as well as those 
in Texas, West Virginia, Florida, and Minnesota — can be a model 
for other rural communities across the country. These programs 
represent the kind of creative solutions we need to provide equal 
health care to all Americans. 

Mr. Chairman, I must highlight one more problem before I close. 

It seems like ever3rthing before Congress comes down to money, 
and this is no exception. Currently, Medicare will only reimburse 
the primary-care physician in these cases, not the consulting doctor 
on the other end of the computer. 

My good friend, Larry Combest, a member of this subcommittee, 
has gathered many signatures on a letter to the Health Care Fi- 
nancing Administration, petitioning them to authorize a demon- 
stration project that would show the cost-effectiveness of telemedi- 
cine. 

Certfdnly the cost savings involved in eliminating transportation 
costs, beginning necessary care immediately, and reducing doctors' 
and hospital staffs time in repetitive examinations would more 
than outweigh the expense of covering both doctors. 

It has always been the Federal Government's role to lead the 
charge in new technology and new solutions. We must pave the 
way so that private insurers will follow suit. 

We will all be winners through cost savings, increased work pro- 
ductivity and a healthier population. 

Mr. Chairman, I am delighted that a facility in my district can 
be part of a new solution to an old problem. 
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I appreciate your attention to my comments, and I would be de- 
lighted at this time to answer any questions. 

[The prepared statement of Mr. Barnard appears at the conclu- 
sion of the hearing.] 

Mr. Engush. Thank you very much, Doug. 

There is no question, you have brought us some great words of 
wisdom and very fine testimony. 

I would like to say I agree with you with regard to Mr. Combest's 
letter. I joined as one of the signatories of that letter. 

I don't think there is any question that the contribution your dis- 
trict is making in this area is one we deeply appreciate. 

I don't have any questions. 

Are there any questions for our colleague this morning? 

You answered all our questions, Doug; the first witness right off 
the bat. 

We appreciate it very much. 

Tliank you for your testimony. 

Mr. Barnard. Thank you. 

I hope we made some contribution to your deliberations, and we 
thank you for inviting us. 

Mr. Engush. Certainly your words of encouragement are a great 
help. 

Our next witness is Mr. Michel Liu, Acting Administrator, Rural 
Electrification Administration, U.S. Department of Agriculture. 

Mr. Liu, we appreciate your coming to testify this morning. 

If you could summarize your statement this morning, we would 
appreciate that. 

We will include your written testimony as part of the record. 

Before you get started, I want to chastise you all a little bit. We 
are getting into a bad habit at the Department of Agriculture, as 
far as this subcommittee is concerned, in that we are not seeing 
the testimony until right before you testify. 

The committee rule is that testimony should be before the sub- 
committee 48 hours in advance. I believe the stsrff said they would 
waive that if you could get it to us 24 hours in advance. 

It turns out, you did not make 24 hours. The first we saw of it 
was this morning. 

I am tempted to have you go through the whole thing. But we 
have a lot of witnesses and cannot afford to take the time. 

But I would caution the Department on this; if it continues in 
the future, we might ask you to read the entire testimony word for 
word. We feel the Department's testimony is important. 

The gentleman from Oregon. 

Mr. Smith. Thank you, Mr. Chairman. I don't deny that the De- 
partment of Agriculture should comply with the rules that are pro- 
vided to everyone else. 

I have to make a comment, however, that being chastised, if you 
comply with the rules, or being chastised, if you don't, makes little 
difference. You will be chastised. 

Welcome to this subcommittee. 

Mr. Engush. Let me just say it is true the Department of Agri- 
culture needs to be chastised a lot. I think there has hardly been a 
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day that has gone by that my constituents don't tell me the De- 
partment has to be chastised a little more. 

But I will say the lance will fall a little harder if you do not 
allow us time to review your testimony. We would at least like to 
have a chance to look over it the night before. 

STATEMENT OF MICHAEL M.F. LIU, ACTING ADMINISTRATOR, 
RURAL ELECTRIFICATION ADMINISTRATION, U.S. DEPART- 
MENT OF AGRICULTURE 

Mr. Liu. I appreciate your concerns Mr. Chairman. 

Certfdnly, it was not my intention to be at this hearing to, per- 
haps, feel the chastisement upon my back; however, the other body 
dealing with the future Administrator for REA is, perhaps, having 
something to say about that at this time. 

Mr. English. Perhaps, you can give him fair warning, should he 
come before this subcommittee, that we would like a chance to see 
the testimony in advance. 

Mr. Liu. I have done that, sir, I can assure you. 

Although we are continuing to analyze the myriad of issues 
raised by these bills, it is clear that we have serious concerns with 
them. These concerns center on questions related to the necessity 
of cert€dn provisions in the bills, budget impacts, and unclear 
future ramifications for the REA program. 

Because of these concerns, we must strongly oppose passage of 
H.R. 5237 and H.R. 5238. 

Regarding H.R. 5237, on the subject of lien accommodation and 
subordination, section 2 of the bill addresses the issue of lien ac- 
commodations and subordinations. Introductory comments to the 
bill indicate a sense that REA "severely restricts'* private lending 
by ''refusing to permit the private lender to share REA's lien on 
the borrower's property, or by delaying the approval of such liens." 

Mr. Chairman, since January 1991, there have been 34 lien ac- 
commodation requests by electric borrowers. Only 11 are still in 
process, 4 of which are for proposed construction rather than com- 
pleted construction, thereby requiring greater time for review of 
engineering plans and related documents. 

Another four requests are part of refinancing proposals in Ne- 
braska that have posed unique questions regarding defeas£uioe of 
outstanding debt. We are working with these borrowers to mini- 
mize their exposure, under this dual obligation, to protect these in- 
terests. 

In general, however, lien accommodations have been processed in 
a reasonable fashion within an average timeframe of 3 to 4 
months. I believe that this would compare well with any lending 
organization that deals in accommodations that are routinely in 
the magnitude of tens of millions of dollars. For example, 9 of the 
34 cited requests are over $14 million, with the highest being $300 
million. Thus, while there may be a perception of a programwide 
problem, the record does not support this claim. 

Another four come from the State of Nebraska with some special 
financing arrangements. We are working with the borrowers about 
their desire to refinance certain loans. 
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We have had no complcdnts from those borrowers in Nebraska. 
We believe some of the problems concerning lien accommodations 
and subordinations are based more on anecdotes than a review of 
the records. 

If I could move quickly to the telephone program. I may mention, 
we have not heard any complaints in that area and, in effect, we 
have rules and r^ulations in place for it. 

To the degree we need to modernize some processes and docu- 
ments and work with the industry in this area, we have made ref- 
ormation of the REA loans and mortgage agreements a priority, 
where needed. 

REA plans to publish a proposed rule this fall on lien accommo- 
dations and subordinations. A final rule will follow as soon as prac- 
ticable. 

REA has already received comments from the public in response 
to a published advance notice of proposed rulemaking. Public meet- 
ings will be held on lien accommodations and subordinations with 
the first scheduled for June 30, 1992, here in Washington, D.C. 

I might add, with the cooperation of your staff, I think that has 
been very good. 

In section 307 A(a), it mandates that a lien accommodation be 
given "on an equal and pro rata'' basis with REA. Under certain 
circumstances, this could permit such lenders to force a borrower 
into bankruptcy, contrary to the interests of the larger secured 
creditors, including REA and the msgor supplemental lenders on 
the program. 

Ck>nmion to both sections 307A and 307B are the issues of wheth- 
er or not REA's granting of a lien acconmiodation or subordination 
is intended to be binding on all other comortgagees, and if REA 
will be required to share its lien on the borrower's mortgaged prop- 
erty even if other comortgagees refuse to share their liens. 

This makes REA, despite being the lead lender for most of its 
borrowers, an unequal partner in lien accommodation and subordi- 
nation agreements under the proposed legislation. This is unfair 
and unacceptable for the Government. 

In addition, the two sections cited, 307A and 307B, have identical 
language dictating that "the Administrator shall not require a 
compensating benefit to the Government." 

"Compensating benefit" is not defined in the bill, and it is not a 
term of art. On its face, this language would preclude REA from 
weighing interests or consideration of programmatic goals in the 
granting of lien accommodations and subordinations. 

This language could give rise to msgor problems in negotiated or 
courtK)rdered debt restructurings that oftentimes entail accommo- 
dations and subordinations as part of a weighing of interests 
among the borrower and creditors. 

Moving on to the issue of discounted loan prepayment, which is 
included in H.R. 5237, it is the administration's position that REA 
has provided borrowers with significant benefits over the years 
through its lower-than-market interest rate program. It is not an 
exaggeration to state that these borrowers have saved billions of 
dollars in interest expense over the years. Therefore, a discounted 
prepayment option, which is an added benefit, should be structured 
with long-term programmatic consequences in mind. 
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Basic to REA policy is the belief that a discounted prepajmient 
policy would encourage borrowers most able to obtain private- 
sector financing, to receive the benefit of the present low-interest 
rates and leave program resources for borrowers with the need for 
subsidized financing. 

The choice is left up to the borrower. I think that is very clear. I 
think that should be made very clear as a backdrop for this discus- 
sion. 

We are not talking about a mandated program either in the bill 
before us or in other propc^als that have been submitted by the ad- 
ministration. Under this bill, borrowers would be eligible for loans 
or loan guarantees under the act within 5 years of prepayment. 

REA is strongly opposed to this section. It is adamant that bor- 
rowers who prepay be ineligible for loans under the act. 

This would be entirely consistent with the policy adopted by CJon- 
gress when it enacted the RE Act, section 311, Privatization Dem- 
onstration Program, where certain borrowers who paid off REA 
debt at a discount did so with the understanding that they would 
no longer be qualified for REA financing. 

An exception to the rule, with no prepayment, except at face 
v£due, allows the borrower to prepay at a discount a loan or a por- 
tion of a loan. It is the REA position that all REA loans and ad- 
vances must be part of a borrower's prepayment application. 

This would require careful consideration on the part of borrow- 
ers on whether they should take advantage of this program. 

We are confident that favorable interest-rate climates will allow 
borrowers to avail themselves of the prepayment option. This will 
encourage stronger borrowers to move to the private sector and 
leave REA resources available for those in greater need. 

The bill makes eligible those distribution borrowers not in de- 
fault on their loan repayments. Default by a power supply borrow- 
er shall not be considered a default by the distribution borrower. 
REA opposes this position. 

REA, as you know, is owed over $7 billion by troubled borrowers. 
One owes the Government over $3 billion. 

Distribution system borrowers own and control power supply 
[G&T] borrowers and have the responsibility for the decisions that 
may have led to financial problems now faced by these troubled 
borrowers. To permit distribution borrowers to benefit from a dis- 
count prepayment program with no consideration of how any asso- 
ciated "troubled" power supply borrower might repay unpaid REA 
loans is simply not reasonable. It would encourage certfdn borrow- 
ers not to repay billions in outstanding REA loans. It is counter to 
a sound-managed program. 

Considering the provisions related to the Rural Telephone Bank, 
the concerns over the negative impact of credit reform appear to be 
aimed at what is termed "sweeping** the transfer of funds to meet 
the RTB's current obligations to the Treasury. 

It is not anticipated that these funds will have an impact on the 
class B stock or the Federal budget. These funds are solely based 
on the level of margins at year-end, and are not affected by the 
amount of funds on hand in the RTB. 

The RTB's obligation to make distributions of these funds, con- 
tinues to exist regardless of any "sweep" of RTB funds. The 1998 
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budget proposes that any remaining funds not deposited in the 
trust account would be used to retire RTB debt to the Treasury. 

On the question of credit reform's impact on the value of any 
class of stock of the RTB, it is our view that the liquidating fund's 
unlimited authority to meet all of its obligations leaves the value of 
the stock much the same as prior to passage of Federal credit 
reform. 

The increase in interest rates of RTB loans, Mr. Chairman, sub- 
sequent to our hearing with you a few months ago, was recalculat- 
ed and the projections for the interest rates are not at 3 percent 
but, in fact, at 1.6 percent. 

We believe, again, with some rough estimates, that either under 
the farm bill or without the farm bill restrictions concerning rates, 
the increase would have insigificant impact, if any impact at all, on 
the subscribers to the systems involved with the RTB program. 

Finally, regarding exempting RTB from credit reform. According 
to OMB, the removal of the RTB from credit reform would require 
scoring of the RTB's full loan authorization limit, which in fiscal 
1992 was $177 million. To be used as a benchmark for the future 
for 1993 and beyond, the full loan authorization limit, regardless of 
what that might be, would be the scoring implications according to 
the OfiQce of Management and Budget. 

Ck>nceming the repeal of section 412, we feel that it is contrary 
to the underlying purpose of RTB providing assistance to financial- 
ly healthy borrowers. 

Repeal will allow telephone borrowers with net worth over 20 
percent to qualify for RE Act insured loans. The legislative history 
makes clear that low-interest loans should be made available for 
those borrowers who are financially unable to afford the cost of 
bank loans. 

From the House Conference of the 1992 Congress, regarding 
repeal of section 311, we feel it is not justified. It established a pri- 
vatization demonstration program whereby Alaska borrowers were 
allowed to prepay their outstanding guaranteed loans and insured 
loans at a substantial discount. It provided a benefit to the borrow- 
er for agreeing to leave the REA program forever. 

Section 311 provides that the territory served by borrowers par- 
ticipating in the program will no longer be eligible, under the act, 
for financial assistance. 

Two Alaska borrowers have participated in the program. It ap- 
pears it will allow the former borrowers to qualify for additional 
finance assistance if we would repeal it. 

Moving to H.R. 5238, we believe this bill would increase the 
scope^of REA by granting $50 million to support the costs of activi- 
ties involving the sending and receiving of information to improve 
health care services and educational sources in rural areas. Imple- 
mentation of this grant program will overburden an already busy 
REA staff. As part of its lending mission, REA must provide tech- 
nical and financial support to borrowers. 

I won't delve into numerous unanswered questions about the spe- 
cifics of the bill right now. Suffice it to say that calling upon the 
States to come up with a plan within 1 year, with rules and regula- 
tions, raises some questions about their ability to do so. It would be 
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prudent to include here plans for not just rural areas but the 
whole State, including urban areas. 

There are a number of others. The new 4 percent lending pro- 
gram provided for in this bill is also a concern from fiscal and pro- 
gram implementation standpoints. To the degree that it, too, may 
be linked to health care or education services, it suffers from the 
same problem in mission and a change in scope of the REA pro- 
gram as does the grant portion of this bill. 

In terms of budgetary impact, we find the change in interest rate 
from 5 percent, currently, to 4 percent would change the program 
by $23.8 million. Also, I may point out, Mr. Chairman and mem- 
bers, that there is no language specifically linking the ability to 
borrow under the new lowered-interest insured program and the 
State's plans, required by H.R. 5238. 

H.R. 5238 goes on to redefine rural by increasing the maximum 
population threshold from 1,500 to 10,000 persons. Information ob- 
tained from the census shows that 5,500 areas would be eligible 
with a median population of 8,184. This takes it from 5.6 million to 
45.4 million persons eligible. 

Many of these municipalities are served by large corporations. 
This could cause a flood of loan applications, creating backlogs for 
years at the expense of small and deserving borrowers. What 
impact this is intended to have on the lending practices, the act 
provides that loans may be made to entities which provide tele- 
phone service and that security for the loans be adequate. 

Section 4 states the borrowers be interested in upgrading tele- 
communications, also, and do so through a subsidiary in order to 
limit the assets to the lien requirements. It could run counter to 
existing REA practice. 

REA requires, as a condition of its loans, that these borrowers 
have a complete system which provides telephone service. If section 
4 intends for REA to make loans to special-purpc^ financing sub- 
sidiaries whose only assets are REA-financed facilities and which 
are not capable of providing telephone services, we would oppose 
enactment. 

Mr. Chairman, this completes my presentation. 

I will be available and happy to answer any questions you or the 
other members have. 

[The prepared statement of Mr. Liu appears at the conclusion of 
the hearing.] 

Mr. English. Thank you very much. 

The Chairman of the Agriculture Committee, Mr. de la Garza, 
has joined us. 

Mr. Chairman, do you have any comments that you would care 
to make? 

REMARKS OF HON. E (KIKA) de la GARZA, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 

The Chairman. Thank you, Mr. Chairman. 

Very briefly, I would think it is proper that we should be having 
this hearing today. I am disappointed by the stand taken by the ad- 
ministration, not necessarily aiming at you, Mr. Liu, but 0MB and 
the other people who direct the policy, especially in the area of 
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health care. I think from your written statement, reciting the pur- 
poses of the REA, "for rural electrification and the furnishing of 
electric energy to persons in rural areas who are not receiving cen- 
tralnstation service, and for the purposes of furnishing and improv- 
ing telephone service in rural areas," that is the basic wording in 
the act. 

But there is no act of this nature that has not grown with need. 
The demand goes beyond the mere enunciated areas that you call, 
or those who have prepared this statement would insinuate that 
you are going into social services, which is, I think, inaccurate in 
its entirety. There are telephone companies in the private sector 
not suppl3dng the service. I still have areas in my congressional dis- 
trict with no phone service, period. 

I still have areas in my congressional district with no power serv- 
ice, period. That is not what the President is tcdking about or what 
the Congress is talking about. 

Part of this frustration you hear out there is of inadequate sup- 
port of the needs of the people. They take it out sometimes on the 
Ck>ngress or the Grovemment, but the frustration is about the inad- 
equate attention to the needs of society. 

I don't want to get into high school civics class, but that is the 
reason for government. I am very disappointed at the negative rec- 
ommendation of the administration, because there is not one iota 
of difference between someone sitting in Sandia, Texas, in my dis- 
trict, or in Los Angeles, or Chicago. Yet when it gets on the 6 
o'clock news and something akin to a disaster comes, there we go, 
the President goes, the Vice President goes, the congressional com- 
mittees go, and action begins. We go to take care of the problem. 
But if it is in a rural communitv, no one goes, except the Member 
of Congress and the few people there. 

I thmk this is an inherent responsibility, both of the REA and 
the rural telephone companies, to grow with the needs of the com- 
munity, as long as it is not being served by the private sector. That 
is the purpose of this legislation. This need is not being served by 
the private sector. 

The health care of an elderly person in Pleas£uiton, Texas, is as 
important as in Boston, Chicago, New York, or Austin. 

I hope you take this back and, through this record, it will get 
back to the administration, because it is an inadequate response, 
and to some degree, irresponsible, in not accepting the fact that the 
needs of rural America are not being met. 

When they talk about domestic policy, I get so frustrated because 
they equate it only with the urban areas. The need in rural Amer- 
ica is also for jobs, infrastructure, we still have inadequate water 
supply, and disease of immense nature in some areas, including in 
my district, for lack of water supply, lack of transportation, inad- 
equate communication. 

In this enlightened day of technology they have performed intri- 
cate surgery in some comer of the world, either by watching it on 
television or receiving communication from experts in a distant 
city. 

You can have an expert heart surgeon speak to a country doctor 
and show him step-by-step what to do. This is being done by Gov- 
ernment and by the private sector. 



Digitized by 



Google 



36 

This administration, provided by the Administrator of the REA, 
as directed, as he might have been, by the Office of Management 
and Budget, to me, is an inadequate response. 

I am disappointed in the response. It is not a responsible act. 

I know we have to retain some budget responsibility. No one is 
going to argue that. But the health of the American people de- 
serves involvement of Government where it is not being supplied 
by the private sector. 

I may have taken too much time, Mr. Chairman. But I am very 
disappointed. I hope there is an avenue for dialog and discussion. 

I would agree, there is this insensitivity to the needs of rural 
America because the numbers are not there. But the need is there. 

There is no difference. Why shouldn't a grandmother out in a 
rural area be able to talk to her grandchildren 3,000 miles away 
because the private sector has not brought the telephone to that 
area? 

Why should someone have to be without power because the pri- 
vate sector has not brought power to that area? 

Why hasn't it been done? 

Because it was not economic€dly feasible, or even if it was eco- 
nomically feasible, it is not easy to do. That was the purpose in cre- 
ating REA. 

It is not just to bring power to rural areas. It is to bring power 
and to bring the sensitivity of Government to the expanding needs 
of the community. 

I hope you would take that message back or they get acquainted 
with it from my mentioning it here. 

Thank you, Mr. Chairman. 

Mr. English. Thank you, Mr. Chairman. 

Mr. Liu, just make it, ''me, too'' to what the chairman has said. 

I have one question. 

In one part of your testimony the only part you mentioned with 
regard to scoring budgetwise, has to do with credit reform; is that 
correct? 

Mr. Liu. There is a scoring implication also for the $50 million. 

Mr. English. That is not a subject to score; correct? 

Mr. Liu. The budget impacts are the increases. 

Mr. Engush. We are talking about two different things here. 
Until there is an appropriation, there is no scoring. 

Mr. Liu. From the Departments. 

Mr. English. Wait; scoring takes place once the money is appro- 
priated, not when the authorization is made; correct? 

Mr. Liu. The most significant scoring impact we see is the re- 
moval of the RTB from credit reform. 

Mr. Engush. And we think we know how to take care of that 

I might say for our audience and anyone who is interested, in 
talking to those who participated in discussions about the reconcili- 
ation of 1992 agreements, this was not intended to be scored. The 
credit reform was not intended to apply to what, in effect, is a re- 
volving fund, a fund that replenishes itself with repayments of the 
loan. So this is certainly contrary to what was intended by all of us 
who participated. 
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This is correcting what is seen as an error in the application of 
the credit reform provisions. We recognize the scoring issue that is 
raised. 

As I understand, there is a central adjustment we can make that 
may take care of that. I will suggest that to the committee tomor- 
row. 

Other than that, is there anything about these two proposals 
which the REA objects to philosophically? 

Mr. Liu. I think we have, in fact, laid out our basic oppcxsition to 
the bills, which is based on the general direction in which they 
t£d^e the program, with which we have disagreements. 

Mr. Engush. Can you be more specific? 

Is it not true that telecommunications and education, all of these 
are essential to rural development? 

Mr. Liu. That may be true, sir. However, what we say in our tes- 
timony, and which I am saying here this morning is that we do not 
feel that under the constraints of the budget approving $400 bil- 
lion 

Mr. English. Can you back off just a little? 

Did we not just get through discussing the question with regard 
to the budget? 

We have one item which has to do with credit reform. That 
credit reform is a result of the 1993 reconciliation agreement. This 
agreement was not — ^maybe at OMB they stretched it to apply to 
that, but as I said, it was not a part of the agreement that was 
reached in Congress. 

For anyone who is not familiar with what is happening here, this 
is a revolving fund. If it is loaned out, it is paid back. 

As I understand it, the REA is attempting to apply the Reform 
Act as if to now come back and say it doesn't matter, we are going 
to score it. 

Mr. Liu. We begin with various functions that they will come up 
with, fortunately, or unfortunately, depending on the circum- 

We will not agree in viewing H.R. 5238 or H.R. 5237, that you 
can divorce them piecemeal from the overall impact on the budg- 
ets. 

Mr. English. Wait a minute. The thing we get down to in these 
issues, Mr. Liu, is we have certain rules that we have agreed to. I 
didn't vote for the 1990 Budget Reconciliation Act. I have to tell 
you I think it is unfair, certainly the way it applies to agriculture. 
I didn't agree with it. I didn't vote for it, but that is what the rules 
are now and that is the way we are pla3dng. 

As I understand it, you are coming up and testifying on behalf of 
the REA; you people don't like the rules and you are going to make 
up your own rules and change the rules. 

I am telling you we will take it step by step and we will take 
that approach. It is up to Congress to make the determination as 
far as priorities are concerned, whether we take $50 million and 
apply it to this program or from another area, or whether we take 
funds from REA and apply them in another direction. 

That is for the Congress to decide, and the President can either 
veto it or sign it. So, it is not for the REA to make that determina- 
tion as far as the priorities are concerned; is that not correct? 
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Mr. Liu. We have been asked to express our views and we have, 
Mr. Chairman. 

I might also point out, as I indicated in my testimony r^arding 
the reduction of the interest rate proposed in H.R. 5238 in the in- 
sured loan program, that a 1 percent reduction would increase the 
subsidy there by $23.8 million. 

Mr. English. So, as I understand it, basically what we have here 
is a philosophical difference. The REA does not want to go where 
this legislation is taking them; namely, into modernizing communi- 
cations and providing more flexibility to electric companies to 
borrow privately, which as I always understood, is certainly what 
this administration supported; ana, as I understand it, you simply 
disagree on the basis that you don't like where you are moving and 
that is more toward economic development for rural communities? 

Mr. Liu. As to the results of H.R. 5238, Mr. Chairman, I make no 
prognosis for the future and cannot make any representation that I 
would know that. 

But to the degree that basic philosophical differences of approach 
exist in our views on H.R. 5238 between the Chair and the adminis- 
tration, certfdnly that is correct. 

Mr. Engush. Mr. Smith. 

Mr. Smifh. Thank you, Mr. Chairman. 

Mr. Liu, would you give me and the subcommittee a picture of 
the horizon of funding for both energy companies and rural tele- 
phone companies? 

You mentioned throughout your statement that allowing further 
expansion, in some cases of some borrowing, would squeeze out 
smaller companies, allowing larger companies to participate. I 
want to know what the horizon is. Are we at the cap? If we are not 
at the cap, does that mean more appropriated money? 

Give me a small insight as to the functioning of these two loan 
agencies. 

Mr. Liu. In our electric program, we have always, I think — I 
can't think of a year when we have not — ^lent up to our floor in the 
insured program. So there has not been a backlc^, per se, in that 
area. We have loaned up to our floor limits. 

In our telephone program, we have definitely had overall 
demand that would have used all of the lending authority available 
to REA through the RTB as well as the REA. But because of dis- 
tinctions and because of preferences in the law as to who qualifies 
for those lending authorities, we have not used all of the RE Act 
lending authority; which is why, in our 1993 proposal, we suggest 
that we should move all our lending to the RTB. Most of ourbor- 
rowers would qualify for that lending authority and, thereby, make 
full use of the funds available. 

Mr. Smifh. Now, in H.R. 5237 and H.R. 5238, if I imderstand 
your testimony, you have identified $23.8 million at the extension 
of the interest, or the lowering of the interest from 5 to 4 in certain 
cases, $124 million in another case and $50 million in the grant 
program. Are there others that I have not mentioned? 

Mr. Liu. No, the scoring implications of H.R. 5237 deal with the 
removal of RTB from credit reform as proposed by that bill, which 
could be upwards of $177 million; $23.8 million subsidy under the 
lowered interest rates in H.R. 5238, and, as you mentioned, there is 
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the $50 million grant, which of course, for future years is subject to 
appropriations. 

Mr. SBfTTH. Right. So if I am to understand you correctly, loaned 
to the floor on the energy side, you have capacity with the RTB? 

You have additional loan authorization. 

Mr. Liu. For the RE Act side of telephone lending which still 
have some excess, yes. 

Mr. Smifh. Of the RE program. 

Mr. Liu. That is because of loan qualifications for the telephone 
program. 

Mr. SBfiTH. Now, into this question of the revolving fund idea 
and the way it is determined as to whether or not it is a negative 
or not. 

In the past, has there been a change in the manner in which 
these loans have worked, in and out of the revolving fund? Has 
there been a change in the method by which those have been 
charted as negative to the budget or inconsequential? 

Mr. Liu. There has been no change. 

Mr. SBfiTH. So it operates like the CXX!, then, I assume, which is 
a revolving fund in itself. Any charge against it is a negative to the 
budget? 

Mr. Liu. To the extent. Representative Smith, that the loans 
made prior to fiscal year 1992 still require fimds, there has been no 
change in dealing with the old revolving fund which is now the liq- 
uidating account to service those loans. 

On new loans, for fiscal year 1992, there is a separation now be- 
tween the liquidating account and the current accounting for these 
new loans. 

Mr. SBfTTH. Well, tell me what that means. 

Mr. Liu. What that means, sir, is that we believe that we do get 
a better accounting of the risk factors involved in lending for both 
the insured as well as the RTB lending program. 

Mr. SBfTTH. So are you telling me there has been a change since 
1992? 

Mr. Liu. For the new loans. 

Mr. SBfTTH. For the new loans since 1992, there has been a 
change in the manner in which they are identified against the 
budget? 

Mr. Liu. Yes. But for the existing loans prior to fiscal year 1992, 
we treat them in the same manner. 

Mr. SBfTTH. That was the result of what the 1990 farm bill 

Mr. Liu. Credit reform bill. 

Mr. Smifh. Reconciliation in 1992 and the credit reform of 1990? 

Mr. Liu. Yes. 

Mr. Smifh. All right. That is all the questions I have at this 
time, Mr. Qiairman. 

Mr. English. Thank you very much. 

Ms. Long. 

Ms. Long. Thank you, Mr. Chairman. 

I just have one question, Mr. Liu. 

You indicated that you are opposed to the prepayment option, or 
the prepayment section. Would that section cost the REA or the 
Government anything? 
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Mr. Liu. We have looked at prepayment option only in terms of 
the opportunity to relieve the loan program of the demands which 
currently exist on it, and we would much rather see a prepayment 
option that, in the long term, deals with that issue. 

Ms. Long. Could you give me maybe a little simpler answer; a 
yes or no? 

Mr. Liu. And your question again, Representative? 

Ms. Long. Would the section, as it is given, would it cost the 
REA or the Government? 

Mr. Liu. If the rate is at the cost of money to Treasury, at the 
discount for that specific portion, there would not be a budget 
impact. 

Ms. Long. Thank you. 

Mr. English. Mr. Gunderson. 

Mr. Gunderson. Thank you, Mr. Chairman. 

I was sitting here during your testimony and sa3dng that if I 
were at REA, I would have a condition on my employment, and 
that condition would be that if OMB wrote the testimony, they had 
to give it. I think you ought to do the same thing. I don't think we 
ought to kill the messenger, per se. 

I want to follow up a little bit — I apologize for stepping out of the 
room, but can you give us an exact dollar amount estimate or has 
OMB calculated an exact dollar amount estimate of H.R. 5237? 

Mr. Liu. H.R. 5237, it would not be possible to give an exact 
dollar amount, since the scoring implications of removing the RTB 
from credit reform would be driven by the loan authorization 
levels. We would have to look at the advances throughout the year 
to make any kind of determination of what the final cost would be. 
Based on past history of 1991, we had approximately $163 million 
advanced in that year. Someone might estimate that we are look- 
ing at $150 to $160 million in the outyears, 1993, perhaps in 1994, 
but, if the advances on loans made since October 1, 1991, are count- 
ed in the scoring implications, that number could increase tremen- 
dously. 

Right now, based on the subsidv level provided for RTB lending, 
using a fiscal year 1992 level of $177 million, scoring implications 
are only at $35,000. 

Mr. Gunderson. So if this bill were on the floor next week, 
knowing it is not going to be, but if it were on the floor next week, 
the OMB cost estimate would be $35,000? 

Mr. Liu. Not this bill; no, sir. This bill, per OMB guidelines, 
would be more likely in the neighborhood of $177 million. 

Mr. Gunderson. On an annual basis. 

Mr. Liu. On an annual basis. Because it is based on the author- 
ized loan level which at outset would be counted as the full loan 
level of $177 million in 1993, the loan level would be appropriated 
by Congress. Later, for deficit purposes, they would take into ac- 
count the actual outlays. Advances in the neighborhood of $150 to 
$160 million would be included in these outlays. 

But if it passed next week, it would be $177 million, or whatever 
it is for 1993, as Congress makes that determination. 

Mr. Gunderson. Can you share, at least with me if not the whole 
subcommittee, the exact cost estimate that OMB would put on this 
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bill, and in detail for what each of the provisions is and when you 
project what that cost would mean? 

Obviously, under the present budget paperwork requirements, we 
have to deal with cost before we remove anything. 

Mr. Liu. That is right. 

Mr. GuNDERSON. I happen to think the language here makes 
great progress toward controlling the cost. I think we are going to 
have an analytical dispute on how we cost things, but we will have 
to work throughout as the process moves along. 

Mr. English. Would the gentleman 3deld? 

Mr. GuNDERSON. Certainly. 

Mr. English. As I understand it, CBO has told us, in order to 
deal with the cost point Mr. Liu made, all we have to do is change 
the date and say those provisions do not take effect until after Sep- 
tember 30 and that is it. 

Mr. GuNDERSON. Well, there may be a little smoke and mirrors 
in that. That is why I want to get your cost estimate so we can re- 
solve this, because I don't want to get on the floor and have some 
of our colleagues trash what I think is some important legislative 
concepts because we have not resolved the exact cost accounting. 

That is why we need your interpretation, to get CBO's, and then 
we will have to sit tc^ether and have a Middle East huddle and 
And out the language that will allow us to move something like 
that. 

I am a little confused. When I met with all my REA people, I 
told them the one problem we had on prepaid loans would be that 
from a cost perspective 0MB or the Treasury has gone out and 
bought this money at a certcdn number of years at a certain rate 
and you have to pay it at those number of years whether somebody 
prepays the loan, et cetera. 

Does the language on page 5 of the bill, section 1, does that cause 
a problem; or, if it doesn't, what language would solve that prob- 
lem, so that we can get loans — ^we can authorize the early prepay- 
ment of loans, which is something I would like to do, recognizing 
that we have to do it in a way that also deals with the general 
overall financing operations of the Treasury. 

Does this language meet that need or not? 

Mr. Liu. Again, Representative, what lines are you referring to? 

Mr. GuNDERSON. Really lines five or six. It says, except as provid- 
ed in paragraph 2, a direct insured loan made under this act shall 
not be sold or prepaid at a value that is less than the face value of 
any outstanding principal balance on the loan. 

Does that language provide you with the authority you need to 
allow for prepayment at no cost to the Government or not? 

Mr. Liu. Tliat is a formula which, if it were applied to all loans, 
that the administration recognizes as being cost neutral. 

Mr. GuNDERSON. You raise that as being cost neutral? 

Mr. Liu. That is right. Our problem is, however, under this provi- 
sion and this bill, borrowers would be able to pick and choose the 
amount and number of loans that they would pay back. 

We think a more prudent and sound policy would be to, if a bor- 
rower were to accept and choose the option of prepayment, look at 
all the borrower's debt to REA; and, as an encouragement to those 
who are strongest within the program, who feel they can best deal 
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with the private sector, to move in that direction. We see a number 
of borrowers doing that now under the current interest rate. 

Mr. GuNDERSON. Mr. Chairman, may I ask for an additional 
minute. 

You are singing the administration's song and you are doing a 
nice job, but I have heard that; not interested in that. 

What we have to do is we have to find a way, if we are going to 
reduce, as this administration advocates, and the amount of money 
available for direct and insured loans, we have to give people an 
opportunity to solve the lien problem and to prepay those loans so 
that they can go into the private market, which you advocate. 

It is a nonstarter to come up and say it is an all or nothing deal; 
it is a nonstarter if they prepay their loans and never ever again, 
regardless of their economic circumstances, can come back to REA 
for a loan. Those are nonstarters. So let 0MB put them in your 
language and recognize they are going nowhere. 

What you have to do if you want to be a player in this is come 
back to us and say we would recommend this procedure for the 
evaluation and determination of what loans C€ui and should be pre- 
paid, and it would be a negotiation or something. But you cannot 
have it both ways. 

I £un not picking on you. I £un picking on the general concept. 
But the administration will have to come back with some sugges- 
tions for us or we are going to go down a route that you may not be 
totally satisfied with. 

Mr. Smith. Will the gentleman jdeld? 

Mr. GuNDERSON. Be glad to. 

Mr. Smith. I thank the gentleman for 3delding, and we have been 
discussing this prepayment issue for some time. I would like to sug- 
gest that, Mr. Liu, you consider for a later response, allowing pre- 
payment for a portion or part of the loan, which I think is an en- 
couragement, personally, from a business standpoint. 

If you have $10 million out there and you have 10 loans for $1 
million each, and you deprive me of repaying 1 of the 10 loans for 
$1 million — ^the borrower always trjdng to move people out to the 
private sector doesn't make any sense to me. 

What I would suggest, and what I would ask you to consider is a 
proposition that you allow prepayment for 1 of the 10 loans, or a 
portion of the total loan capacity, but, in so doing, limit that bor- 
rower for 5 years in that portion of the loan before he comes back 
into the RE system. 

I would like you to consider that kind of a thought or, if you 
have others, we would like to hear them. 

I thank the gentleman for 3delding. 

Mr. GuNDERSON. Thank you. 

The message we are asking you to take back, this committee 
wants to do something. We understand where you want to move 
REA, and we think REA, to their credit, wants to move in that di- 
rection to the degree they C€ui. We are either going to work togeth- 
er to define the process by which that happens or we will move 
without you. 

I am just pleading with you to go back and say, I think it is in 
our best interest to go up on the Hill and work with that subcom- 
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mittee in defining the process that allows us to move in this direc- 
tion. 

Thank you, Mr. Chairman. 

Mr. English. Thank you. Mr. Sarpalius. 

Mr. Sarpauus. No questions. 

Mr. English. Mr. Combest. 

Mr. C!oMBEST. No questions. 

Mr. English. Mr. Liu, with regard to the sense of Congress provi- 
sion, I might state you seem to raise a question as to what this 
meant, what the intent of that really was, and I will clarify that 
for you. 

The intent is to underscore what is in existing law, and that is 
that any company that so wishes may, because of the lien provi- 
sions of the REA, which mainly says if you had a large company 
that came in and applied for a REA loan to improve a telephone 
system in a small community, that all the assets of that company 
would fall, then, under the lien. 

Under the existing law, as I understand it, that company can es- 
tablish a subsidiary, get a loan through the subsidiary for that 
local community. Is that not correct? 

Mr. Liu. Did you say can or cannot? 

Mr. Engush. Can. Now. Today. 

Mr. Liu. Yes, they can. 

Mr. Engush. And the reason for this is to underscore that we 
recognize that you have a lot of rural communities out there that 
may be served by larger companies who may not be willing to have 
all their assets come under a lien, to improve the service for one 
small community. 

And what we don't want to do is to see discrimination against a 
small community simply because they naay be jwoviding a service 
by a large company, and that is the reason. 

If we had some other way to go at this, to mandate, well, that a 
large company shall go out and provide improved service, that is 
one thing, but under these lien provisions, it makes it difficult. And 
if that company receives most of their revenue from large cities, it 
makes it difficult. 

We are trjdng, again, to underscore this fact in the law by the 
REA, and we are underscoring our support of that provision, and 
we want to call attention that it is there, so there are no excuses 
for a large company to not provide modern, up-to-date telecom- 
munication systems to a rural community. 

Mr. Liu. As we stated in our testimony, our concern was just 
that we were not sure whether or not the language there might 
affect our current practice where we can do it. However, where we 
do look to make sure that there are essentially assets that we C€ui 
secure the loan for, and it sounds as if there is no intent to change 
that 

Mr. Engush. No, there is no intent to change it. The intent is to 
emphasize €uid draw attention to the fact that this is the fact. We 
don't want any confusion remaining out there because, frankly, I 
have had it in some of my communities. They say, we can't get an 
REA loan to improve the service in our community; therefore, we 
cannot do anything. 
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The point we w€uit to draw attention to is the fact they can set 
up a subsidiary, get an REA loan, and provide modem service to 
that community if they so wish. So we don't w€uit any confusion, is 
basically what I am getting down to. 

Mr. Chairman, do you have any comments or questions you 
would care to make to this witness. 

The Chairman. Yes, Mr. Chairman. How long have you been 
Acting Administrator, Mr. Liu? 

Mr. Liu. It will be 6 months tomorrow, Mr. Chairman. 

The Chairman. Do you require Senate confirmation? 

Mr. Liu. No, I do not. 

The Chairman. Just a direct appointment? 

Mr. Liu. Direct appointment through the Secretary, and, of 
course, we are currently awaiting the confirmation of a nominee. 

The Chairman. A nominee for? 

Mr. Liu. For the actual Administrator's position. He has gone 
through the hearing through the Senate Agriculture Committee. 

The Chairman. That is what I mean. So you are acting, techni- 
cally actingMTOu are not the potential nominee? 

Mr. Liu. That is correct. 

The Chairman. Do you have any indication if you will stay there 
or not. 

Mr. Liu. Well, our nominee has gone for his hearing, about a 
couple weeks ago, and we are hopeful that a vote in the committee 
and on the floor will occur very shortly. 

The Chairman. Mr. Liu, the purpose of my question was to see if 
we should invite you for private sessions so that we can enlighten 
you on the problems, but since you are not the nominee and we 
don't know if you are going to stay there— well, it would probably 
be nice to visit with you, anjrway. 

Mr. Liu. I would enjoy that, Mr. Chairman. 

The Chairman. Mr. Chairman, I know that the constitutional 
prerogative is in the Senate, but sometimes a prospective nominee 
or nominees are invited for a visit with the House Committee 
about the same time that their nomination process is working in 
the Senate without infringing on the Senate's prerogative. I think 
it might be well if we respectfully invite the nominee for this posi- 
tion to visit with the House Members and give whatever degree of 
enlightenment we may need to give, because, again, I know there 
are technical problems. 

Knowing the background of the people concerned and their polit- 
ical travels in Washington — such as Mr. Dsumcui, very respectful- 
ly — ^it concerns me very much that decisions as important as these 
are made in a vacuum by those in authority, and the needs of the 
people are then subjected to whatever is going to make the 6 
o'clock news, especially this year. 

I am very concerned about this, because that is not the intention 
of this hearing; that is not the intention of our committee and of 
the subcommittee. We are here with this legislation because there 
is' documented need from hearings and from hearings out in the 
field, and this documented need is then trcuislated into legislation. 
To outright just say no, for whatever technical reason, not having 
had the input from the people — ^because, have you met with a loccu 
miA board at €uiy time? 
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Mr. Liu. Yes, I have. 

The Chairman. The whole board? 

Mr. Liu. I have met in the last 6 months with many boards of 
REA, borrowers, representatives from their boards, as well as man- 
agers. 

The Chairman. That is good, because when they come up here 
and when you see an REA board, with all due respect, and all the 
love and admiration and respect that I have for them, when they 
walk into my of^ce, you say, this is rural. They are country. You 
can really see it. 

These are people, leaders in their community, in their area, and 
they are not out wanting to be a Senator or Representative or 
President. They are just interested in the needs of their neighbors. 
They live in that community. They rub elbows with the people in 
that community, and it is not like tiying to grab from the Govern- 
ment or trjdng to get this percentage down. They see this is what is 
needed in that community. 

They are all good, law-abiding citizens working in that communi- 
ty; working, the major percent of them, in agriculture, in one form 
or another. 

This is my disappointment, that someone who has reached a posi- 
tion of power through the political process in Washington inside 
the beltway, would make a life or death decision. Like my col- 
league, Mr. Gunderson, said, we are not aiming at the messenger, 
because you are here because you are the fellow they gave the 
paper to and you have all of your experts that I respect because 
they have the facts. But if they could have their say privately, 
without fear of recrimination and without fear of their jobs, they 
would probably agree with more of the things we try to do. So to 
whomever it is you report, we hope you take that back. 

Mr. Liu. Thank you for your comments, Mr. Chairman. 

The Chairman. Thank you, Mr. Chairman. 

Mr. Engush. Thank you, very much, Mr. Chairman. We appreci- 
ate that, Mr. Liu. We thank you and thcuik you for your testimony. 

We realize, as we said, you are the messenger, and it is not fun 
being the messenger whenever the words are not altogether en- 
couraging. We appreciate your coming up and we appreciate your 
fine work. You are a real professional and you do a good job, and 
we appreciate that. 

Mr. Liu. Thank you, Mr. Chairman. 

Mr. English. Thank you, sir. 

Let me say our next witnesses, we will have a panel, the panel is 
to be made up of Dr. Brick, Dr. Hartman, and Dr. Foster, if you 
gentlemen would come up. 

Let me say that Dr. Brick is fogged in in Morgantown, West Vir- 
ginia, and is not going to be able to be here. He has asked that his 
written statement be made a part of the record; we also have a 
written statement by the Governor of Oklahoma, Governor David 
Walters, and without objection both of those statements will be 
made a part of the record. And I wanted to recognize Mr. Combest 
for an introduction of Dr. Hartmcui. 

[The prepared statements of Dr. Brick and Governor Walters 
appear at the conclusion of the hearing.] 
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Mr. CoMBEST. Mr. Chairman, thank you. It is a pleasure to intro- 
duce a friend and someone who is certainly an expert in his field. 
Dr. Ted Hartman from Texas Tech University Medical School and 
from Lubbock, Texas, has been involved in telemedicine for many, 
many years. 

We have what we consider in Lubbock, and west Texas from its 
branching out, one of the best, certainly one of the longest tested, 
€uid we have seen the results of this in the small community hospi- 
tals, how they are sta3dng open. It not only is good for those hospi- 
tals, it is great for the people in those rural communities who 
might otherwise lose access to adequate health care, €uid is some- 
thing which we are extremely proud of. 

It is very much an honor to have our friend Dr. Hartman here 
today, and I assure you he knows what he is speaking of, because 
he has spent many hours on this and, Ted, it is nice to see you. 

Dr. Hartman. Thank you very much. 

Mr. Engush. Let me also introduce Dr. David Foster, who is 
with the Southwest Educational Development Laboratory in 
Austin, Texas, and. Dr. Foster, we are delighted to have you join 
with us, as well. 

Perhaps, I should have left that to the chairman or Mr. Sarpa- 
lius, but, as I am sure you are well aware, all Texans are very wel- 
come in this committee, so we are happy to have you this morning, 
and Dr. Hartmcm, if you would lead off for us. 

STATEMENT OF J. TED HARTMAN, M.D., EXECUTIVE DIRECTOR, 
MEDNET PROJECT, HEALTH SCIENCES CENTER, TEXAS TECH 
UNIVERSITY 

Dr. Hartman. Mr. Chairman, and members of the Subcommittee 
on Conservation, Credit, and Rural Development of the Committee 
on Agriculture, thank you for the privilege of testifying on behalf 
of H.R. 5238, the Revitalization of Health and Education in Rural 
America Act of 1992. 

My name is J. Ted Hartman, M.D. I am the executive director of 
the Texas Tech MEDNET Project, a project jointly funded by agen- 
cies from the Department of Health and Human Services and the 
Texas Tech University Health Sciences Center. In addition, we 
have private support from the Southwestern Bell Foundation and 
from AT&T. This project is to reduce isolation of health care pro- 
viders in rural communities in Texas and neighboring States. 

Under terms of the demonstration grant proposal, varying de- 
grees of telecommunication technology were to be utilized. 

In one type, three live continuing health care education pro- 
grams are sent to satellite each week in the disciplines of medicine, 
nursing, and allied health. Viewers of these programs each receive 
credit by the accrediting body appropriate to that discipline. Each 
program is concluded with an interactive question and answer ses- 
sion. There are now 46 hospitals in rural Texas and New Mexico 
who subscribe to these programs. 

In addition, consultation services are available through the use 
of interactive video from Alpine, Texas, and from Fort Stockton, 
Texas, to the Texas Tech University Health Sciences Centers in 
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Odessa and Lubbock, distances of up to 300 miles. In slightly less 
than 2 years, over 170 consultations have been performed. 

In the format used, the family doctor presents the patient over 
live video to the consultant who has been requested in Lubbock or 
Odessa. The patient, and often the family, participate in the con- 
sultation. The consults have ranged from skin rashes to problem 
births and even to assisting in the amputation of a leg that had 
lost its circulation. 

In a nimiber of patients, the diagnosis was changed because the 
family doctor, the patient, and the patient's family were all able to 
participate in the consultation with the consultant. 

This allowed one patient, carrying a diagnosis with a very seri- 
ous prognosis, to have that diagnosis modified with improved prog- 
nosis. In many instances, the consult has made it possible for 
family practitioners to treat their patients locally rather than 
losing them, and the revenue, to an urban hospital. 

One of the hospitals participating in the consult program was in 
danger of closing when the telemedicine service began. The hospi- 
tal administrator now reports that income realized by retaining pa- 
tients locally for treatment has allowed that hospital to remain 
open. 

While it is difficult to pinpoint exactly why the fincmcial situa- 
tion has reversed, the local physicians believe it is due to an in- 
creased confidence in the hospital by the local citizens. This ability 
to provide consultation on demand with a specialist of choice, has 
markedly enhanced the quality of medical care in remote areas. 

It extends specialty care to remote areas, and it makes medical 
services available to individuals who otherwise could not afford 
that medical care. In addition, it provides access to care for those 
persons who have no transportation to a source of needed care. 

Another feature not fully recognized is the lower cost of provid- 
ing medical care in rural areas. In the analysis appended with your 
material, the cost, to a third party payer, of providing care in a 
rural community were compared to the costs of similar care in an 
urban commimity. Even when the transmission costs are subtract- 
ed, we noted an average savings of $998 per patient in the 11 condi- 
tions studied. 

This cost data was developed by sampling patients treated locally 
as well as those referred to distant specialists, but did not factor in 
the direct cost to the patient, such as transportation and lodging, 
or the costs saved by preventing possible ineffective or inappropri- 
ate care had the MEDNET interactive video not been available. 

As programs providing health care and education by means of 
interactive video develop, guidelines will be needed to ensure that 
quality is maintained, utilization is appropriate, and the third 
party payer reimbursement is assured. It is important to recognize 
that such interactive video networks empower the rural communi- 
ty in many ways. 

As examples, such systems C€ui be used effectively in education, 
as demonstrated in the Panhandle of Oklahoma, in support of legal 
issues, as demonstrated in Houston, Texas, and in public adminis- 
tration. We believe these systems are quite cmalogous to the suc- 
of the farm to market road systems of the 1930's, 1940's, and 
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1950's. In light of this, a potential positive economic impact of such 
activities C€uinot be overestimated. 

Mr. Chairman, that concludes my remarks. 

[The prepared statement of Dr. Hartman appears at the conclu- 
sion of the hearing.] 

Mr. Engush. Thank you, very much. 

Dr. Foster. 

STATEMENT OF DAVID FOSTER, SENIOR TECHNOLOGY ASSOCI- 
ATE, SOUTHWEST EDUCATIONAL DEVELOPMENT LABORATa 
RY, ON BEHALF OF THE COUNCIL FOR EDUCATIONAL DEVEL- 
OPMENT AND RESEARCH 

Mr. Foster. Thank you, Mr. Chairman. I won't be reading all of 
my remarks so I would like to submit my written testimony for the 
record. 

Mr. Engush. Without objection all witnesses' written testimony 
today will be made a part of the record. 

Mr. Foster. Thank you. 

I am David Foster, senior technology associate with the South- 
west Educational Development Laboratory in Austin, Texas. Our 
laboratory serves Oklahoma, Texas, New Mexico, Arkansas, and 
Louisisoia. 

It is our job to help policymakers and educators improve their 
schools using the latest in research and development. In some 
ways, our services are somewhat similar to what the U.S. E}xten- 
sion Service provides to farmers, and over 25 percent of our funds 
are dedicated to the particular needs of rural schools. 

I am pleased to have the opportunity to briefly discuss the Revi- 
talization of Health and Education in Rural America Act of 1992, 
H.R. 5238, with you today. 

This bill extends the investment this subcommittee made in the 
Rural Economic Development Act of 1990. That bill created the dis- 
tance learning and medical link grant program. We appreciate 
your help earlier in the year, and of Chairman de la Garza and Mr. 
Coleman in encouraging the administration to publish regulations 
for implementing this program. 

We commend you, Mr. Chairman, for continuing to advance pro- 
grams to strengthen rural education and health telecommunica- 
tions in the U.S. Congress. There is plenty of evidence that rural 
schools that have access to interactive telecommunications become 
multipurpose community centers. Such projects as the Panhandle 
Share-Ed Video Network called PSVN in Oklahoma have demon- 
strated the tremendous benefits interactive telecommunications 
offer education and rural communities. But unless there is outside 
help, there will not be many more like it. 

Rural communities simply do not have the financial capabilities 
to make the investment on their own. PSVN links 11, soon to be 
12, high schools and 1 university. The high school in Beaver 
County, Oklahoma, for example, is a busy place from 6 o'clock in 
the morning until 10 o'clock at night and sometimes later. Its tele- 
communications facility provides services to the whole community. 
Not only do schools on the PSVN network share scarce teacher re- 
sources to meet State mandated curriculum, they also provide in- 
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service training to staff and professional development to communi- 
ty members. 

In fact, all aspects of rural life C€ui be enhanced by an interactive 
telecommunication network. But these networks are expensive and 
in these times of shrinking Federal dollars, it is critical that the 
potential of these networks be fully maximized. 

Mr. Chairman, we recommend that when advanced telecommuni- 
cations are provided to schools with Federal dollars, schools be re- 
quired to step up their services to the entire community; that is, 
that they serve more than their traditional students. Telecommuni- 
cations allows the local school to fill a larger educational mandate 
in the rural community. 

In most rural communities, schools and medical facilities are the 
largest taxjmyer investment in service infrastructures. Advanced 
telecommimication provides opportunities to utilize existing facili- 
ties to provide solutions to a broad spectrum of rural problems. 

In our work, we have learned that rural school improvement 
should be combined with comprehensive economic development 
policies. Otherwise, improving schools in isolation can just end up 
helping speed the migration of our rural talent to the cities, espe- 
cially if there are no jobs in the rural communities for an educated 
workforce. 

Mr. Chairmcui, telecommunications have the potential for trans- 
forming the way education is delivered to schools. And for the last 
few minutes I have left, I would like to turn to the issue of what 
telecommunications could do to improve education in rural commu- 
nities and what must be done to make telecommunications afford- 
able for schools. 

To participate adequately in the information age, schools will 
need a massive investment in communications and on-premise edu- 
cational technologies. Both students and teachers must have access 
to a vast array of information resources and the tools needed to ef- 
fectively use those resources. 

Telecommunications can equalize the opportunities of students in 
poor rural communities with the rich offerings possible in wealthy 
suburbcui schools. 

Telecommunications alone cannot solve all of the problems of 
education, however, proper use of technology will change the way 
teachers teach and students learn. And we know it wor&. In rural 
Wisconsin, the North-Central Regional Educational Laboratoiy cre- 
ated a broad-based consortium of 17 tiny rural schools. These 
schools were so poor that they could not send their teachers to 
State teacher inservice workshops to learn about the newest teach- 
ing techniques. With the telecommunications network designed to 
provide help to teachers and new exciting programs for kids, there 
was significant improvement on the State reading assessment 
scores within 3 years. 

I note the bill provides 4 percent loans to REA telephone borrow- 
ers. This subsidv should certainly permit reduced telephone 
charges to schools and hospitals participating in this pro-am. 
Service costs are a serious limiting factor to expanding educational 
telecommimication service in rural areas. 

Special rates for service must be developed for education if the 
survival of tiiese networks is to be guaranteed. Few rural schools 
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or medical facilities on existing networks have paid their own way. 
For example, in the Panhandle Share-Ed Video Network at PSVN, 
hundreds of thousands of dollars were provided by Oklahoma foun- 
dations and the Oklahoma Department of Education for start-up 
costs. According to the executive vice president, the rural tele- 
phone cooperative is subsidizing the line cost at 50 percent of their 
standard rate. 

Mr. Chairman, we applaud your bill's State planning reauire- 
ments. These will bring much needed coordination to the State 
level efforts. However, we suggest educators be included in develop- 
ing the State plan. But educators are experiencing problems with 
equipment, compatibility, cost, and user friendliness. There is little 
or no coordination amoi^ schools and other government agencies 
to aid educators in selecting and using telecommunication systems. 
There are few standards upon which to rely in purchasing, leasing, 
and using technology components. 

Though equipment costs are coming down rapidly and many 
more schools will be able to afford the equipment, most will not be 
able to afford access or transport charges. Traditional price struc- 
tures, based on bandwidth are unaffordable for public schools. Poor 
rural schools cannot afford the line costs if they are billed for 
broadband services at current rates. Much of the equipment al- 
ready in place requires tremendous bandwidth. For example, 
PSVN schools are using the equivalent of 2,016 telephone voice cir- 
cuits. 

Mr. Chairman, in addition to the grant and loan program your 
bill provides, the State plan in your bill could provide the impetus 
for much needed regulatory relief for utilities serving rural schools 
and hospitals. This bill can plant the seeds of a revival in the qual- 
ity of life for rural communities. 

But for those seeds to spread, these systems will need to be nur- 
tured and the lessons learned captured and disseminated to all of 
rural America. R^onal educational laboratories have a long histo- 
ry of working with rural schools and responding to their needs 
with research-based information on innovative programs, good 
teaching practice, and leadership, and I think we could be of help. 

Mr. Chairman, we are not going to be able to provide equitable 
education to all students without the use of telecommunications, 
and we are not going to be able to provide telecommunications 
without grant programs like this one. 

I want to thank you for inviting me, and I thank you and the 
subcommittee for tsJdng time to listen to my remarks on this very 
fine work that you have already done. If I can be of any more as- 
sistance, let me know. 

[The prepared statement of Mr. Foster appears at the conclusion 
of the hearing.] 

Mr. Engush. Thank you very much, Mr. Foster. 

Mr. Chairman, did you have any comments or questions? 

The Chairman. Mr. Chairman, I want to thank both of these 
gentlemen, for they have eloquently brought life to my humble at- 
tempt in articulating the needs out tiiere. 

I don't know of a better investment. It is not a cold-blooded grab 
at a lower interest rate, it is an investment in the health of the 
people of the United States of America that live in rural areas. 
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I wish people could visualize Lubbock and the distances involved 
that Dr. Hartman here mentioned. 

I am acquainted with your progr£un. You do a tremendous job. If 
the American people had access to those that make the statements 
for the administration on a one-on-one basis, I think it would be a 
tremendous asset. You have contributed by your own experiences 
and by your own knowledge and expertise to what I have been 
tr3dng to say. You should not be a second-class citizen because you 
live in a place called rural America. 

It has been very difficult. But television, telephone, and power 
have lessened the burden of American agriculture and living in 
rural America. 

I just saw last week a rerun of a 911 episode. A car on highway 
805, 1 think it was, going north from San Diego, hit a deer, and the 
deer lay in the middle of the road. And this kind lady stopped and 
eventually another vehicle stopped, blocking the traffic, because 
they were all going to work at 7 in the morning. So someone 
stopped his van, risking his life, to protect the deer. 

Someone had called 911, 911 came. They dragged the deer off to 
the side and then the police came and they saw that there was no 
way that they could save the deer. It was a doe, there was no way 
they could save the doe. So the decision collectively by the gathered 
people in the area was that it should be put out of its misery since 
it had broken bones and legs^ So the policeman, took his pistol and 
ended the misery of the doe. 

They saw her middle stomach part keep kicking and it turned 
out it had a fawn. So on the side of the road they did a cesarean 
operation on the dead doe. And they had a beautiful little fawn 
that they then took milk from the dead doe and with a little bottle 
cap tried to feed the little fawn. Then it was taken to a veterinari- 
an close by and then it was taken to people that had exotic animals 
and they named the little fawn Freeway. You could see the little 
fawn several months later rxmning around and jumping around, a 
beautiful little animal. 

This is what we are sdl about, the sensitivity of the Americcm 
people for something in need. To come here and say no to the 
needs of rural America because you are wcmting 1 percent dis- 
count, because you are wstnting grants, because the budget can't 
afford it— if people spend their time, their energy and their aes- 
thetic love, for a tiny little fawn on the side of the road, should we 
not do the same for our brethren who happen to live in rural 
America? 

That you are here with your testimony is a living documentation 
of what I have inadequately, I guess, tried to say about the chair- 
man's bill and what we are doing here is all about. 

I would hope we would support the people for whom this invest- 
ment is being made. We are looking at the No. 1 cost — it's not 
going to be defense — it is going to be health care. And the No. 1 
need is going to be health care. The experts now are sajdng that 
education and prevention are going to be the major factors in keep- 
ing a healthy America; in keeping the health of our American 
people. Prevention mecms education and education means commu- 
nication and communication mecuis you have to have a TV and a 
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telephone if you can't get the professors out there, if you can't get 
the experts out there. 

We have a son who is a doctor and he has had a fellowship in 
Houston. He is doing heart surgery in Houston. I know from per- 
sonal example. He was in the Navy, and pardon me for just one 
personal note here, Mr. Chairman — ^but he was in the Navy and 
was sent to Desert Storm, and he went with the 1st Marine Divi- 
sion out into the desert. And out into the desert, the most impor- 
tant thing besides the expertise of the individual was that he could 
communicate. 

If it is used in war, by golly, it certainly should be used in peace 
for the benefit of the American people. I thank both of you for 
being here. 

Thank you, Mr. Chairmstn. 

Mr. English. Thank you, Mr. Chairman. I appreciate that. 

Dr. Hartman, you are a real pioneer and I think probably the 
leading expert when it comes down to telemedicine and certainly 
that is the case with your experience on MEDNET. 

What is the future of health care in rural areas, as far as it 
might be effected by telecommunications? 

Dr. Hartman. Our impression is that the future is going to be in 
enhancing the quality of medicine delivered as well as providing 
access to mstny people who are not able to have that access right 
now. We have a community in Presidio, Texas, 80 miles south of 
Alpine, which is right on the border, in which there are 4,000 
people living and no physician. There is a nurse practitioner. 

We are in the process of finding funds from different sources to 
be able to connect so that Presidio can present patients to the 
doctor in Alpine, who might otherwise not be able to be seen by a 
physician. I believe this is the only way that these truly remote 
streas will have medical care provided. 

Mr. Engush. If this legislation passes and becomes law, each 
State then forms its own plan to modernize the communication 
system in the rural areas; we then get fiber-optics, digital switching 
going into these rural communities. 

In my district we have a lot of rural hospitals. Quite frankly, 
when I go to the hospitals, they talk about their reimbursement 
rate. As I walk through those hospitals, they don't have man^ 
people. There are a lot of empty beds. If we take those underuti- 
lized facilities in rural areas and are able to link them up with 
larger hospitals in Oklahoma City or larger cities, given the experi- 
ences you found in west Texas, will that substantially improve not 
only the number of patients in that hospital, but also the quality of 
the care they receive. 

Dr. Hartman. It is doing both of those, in effect, in improving 
the bottom line of these two hospitals particularly those which 
were precarious prior to our connection. 

Mr. Engush. So, those in danger of closing have found new life? 

Dr. Hartman. Yes. 

Mr. English. From a cost standpoint on delivering health care 
does this reduce the cost of health care? We are very sensitive to 
that, of course. 

Dr. Hartman. Of the 11 particular types of conditions we stud- 
ied, it reduced, on average, the costs. It did not reduce each one. 
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but it allowed those patients to stay in a rural hospital, which was 
much less expensive for providing essentially the same care, when 
they could have the opportunity of consult with their family doctor 
and have the opportunity of consulting with a specialist of his 
choice at one of the tertiary centers. 

Mr. English. Dr. Foster, of course, as you pointed out, in Oklaho- 
ma in my district in the psuihandle, we have seen a very vivid dem- 
onstration of telecommunications and what it can mean in the way 
of education. I thought you gave a very fine description of that sit- 
uation. 

Also, I noticed statistically that those people who have had some 
college education — and I believe the recent study was something 
like 3 years of college — ^the chances are 50 percent better that you 
would get a job and a good paying job, as opposed to the fact that 
you simply had a high school education, for instance. 

With this linkage into rural areas and bringing education and 
courses to the local schools, and also the adult education, does this 
improve opportunities for economic development because of raising 
the educational level of many of these towns? 

Mr. Foster. There is some research that says, yes, that when you 
bring in advanced telecommunications, you improve the economic 
outlook for that community. It has been done by ihe Aspen Insti- 
tute. 

Mr. English. Yes. So, in effect, if we cannot raise the education- 
al level, then it is not only having good quality health care, but if 
you don't have people who have an educational level that is im- 
proving, that too works against the community being successful as 
far as having any rural economic programs succeed; is that cor- 
rect? 

Mr. Foster. Yes. 

Mr. English. Thank you, Mr. Chairman. 

Mr. Combest. 

Mr. C!oMBEST. Thank you, Mr. Chairman. Congressman Barnard 
referred to a letter in his testimony, which you and I had, and 
some 50 others have signed relative to telemedicine and HCFA. 

I would ask unanimous consent that once it is completed in the 
next few days that we make that a part of the record. 

Mr. English. Fine idea. Without objection. 

[The letter follows:] 
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ttmsfftsu of tie IHnfteb BtaUt 

JlotuKe 0( BtpreKentatibci 

W ai t Ciig twi , B.C 20615 



jun« 12, 1992 

Nlr. HilliaB Toby 

Acting Administrator 

H«alth c«ire Financing AdMinistration 

200 Independence Avanu«, S.H* 

Washington, D-C^ 20201 

Dear NT. Toby: 

Ono of the aoat pressing issues before the nation is how to 
provide affordable and accessible health car@ services to 
individuals in rural locations. We b«llevtt that telem^dicine 
programs offer workable solutions to these difficult probleas* 

By linking rwral h«alth car« providers and aedlcal specialists 
through Interactive video and other technologies r the dllesaa of 
geographic isolation can be overcone. We have witnessed 
remarkable Improvements in health care delivery. Including access 
to quality care, rural hospital stability and potential reduction 
in malpractice costs* These improvements could possibly provide 
long term savings to th« federal governments 

Although these programs have demonstrated revolutionary advances 
in health care services, they also raise significant policy 
guest ions which must be addressed. For example, it Is our 
understanding that current Medicare policy allows the Health Care 
Financing Administration (HCFA) and Its Intermediaries and 
carriers to approve reimbursing physicians for their consultation 
services using this technology. Unfortunately, administrative 
roadblocks seem to have delayed the reimbursement process, 
thereby Inhibiting increased utilization by practitioners. 

We understand that HCFA may have concerns regarding the quality 
of care and fiscal obligations of telemedlcine programs. It is 
for this reason that we would like to suggest a demonstration 
program to assess the feasibility of reimbursing for consultative 
services provided on behalf of Medicare beneficiaries.. We 
believe the demonstration should involve numerous sites and 
patient eicperlences, and utilize video tape to provide objective 
appraisal of quality of care and the data for oo^t benefit 
analysis. Such a denonstratlon could take advantage of data that 
has already been gathered from existing projects or future 
projects. While we believe that carefully Implemented 
telemedlcine programs could actually save government 
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resources, ve believe that a narrow, well-focused pilot program 
would be beneficial both to regulators and legislators for 
addressing telenedicine for the future. 

We look forward to working with you to ensure that telenedicine 
programs continue to provide rural citizens and connunities with 
accessibility to quality health care. 



Sincerely, 








lc^9^(^^^a^m^ 
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Vy^irrririvJg., jz^^:^ 
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Mr. CoMBEST. I don't have any specific questions, Mr. Qiairman, 
but to me this is one of the most exciting things that has come 
along in some time. You certainly hit, I think, on the button a lot 
of those things that we are concerned about in developing rural 
America through Texas Tech — ^the affiliates that they are working 
through at Amarillo, Odessa, El Paso — and that networking is cov- 
ering a tremendous geographic section of west Texas that would be 
larger than many States. It is all rural. It is an area that, unques- 
tionably, there would have been fewer hospitals today in those 
rural communities if we did not have accessibility to networking, 
and MEDNET. It is a very stable part of rural development. 

As you know the quality of life is one of the features looked at in 
communities prior to a new business moving in. Certainly a great 
deal of that is based upon its medical care. Not only can you 
import tremendous technology and tremendous medical capability 
from other cities through a MEDNET-t3rpe of network, but you 
make it less stressful on the people — ^letting them stay at home ba- 
sically — ^but you allow that hospital facility to be open. 

As this develops greater potential and more potential by using 
facilities to reach out, not only for medical technology and educa- 
tion, but in other areas. You could very easily have a branch law 
school in small communities or advanced courses from the law 
school of Texas Tech or other courses, agriculture, whatever. Once 
that is established, it provides tremendous opportunities. 

People in an urban area who don't face this problem don't have 
an understanding of how critical it is there, I don't think, that 
those people have this. This can be one of the key lifebloods of 
rural commimities. 

I guess I am maybe high on this because of the fact that we are 
aware of it. For some 10 years now I have been involved in the 
work that is going on at Texas Tech in this effort. It has been 
something that has been tremendously successful. 

I would encours^e the members who are not familiar with it, but 
have interest in it, either in their own areas or others, I would 
extend an invitation to them to come at any time to see this pro- 
gram. In a matter of a few short hours, we can, I think, show them 
a program that is absolutely astounding in its capabilities; and it is 
just in its birth stages. I think the potential of this feature is just 
limitless. 

Dr. Hartman, I commend you for the work that you have done. 
You have been a real founder in pioneering and starting this out. 
You have done much more than their wildest dreams, that people 
expected you to do, and you have been a help to countless numbers 
of people. I am glad you are here testifving on such a significant 
bill, which I think may have even a further potential of expanding 
that. 

Dr. Hartman. Thank you. 

Mr. Engush. Mr. Sarpalius. 

Mr. Sarpalius. Thank you, Mr. Chairman. I want to commend 
you for this legislation. It is certainly a giant step in the right di- 
rection. When you ask the American people what is the No. 1 con- 
cern facing this country, those polls will show that it is pretty close 
between dealing with our deficit in this country, establishing eco- 
nomic growth, and health care. 
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I, too, represent a large rural area. A year from now, I will be 
representing part of Lubbock, Texas, sharing that city with my 
friend Congressman Combest. I have heard a lot about your pro- 
gram. I commend you, too, for the tremendous job that you have 
done in trying to provide service for rural areas. 

There is a tremendous fear out there, if a senior citizen is having 
some hesdth problems in a small rural town whose hospital is 
about to close and they don't know what to do. They don t know 
whether to move, sell their home, move closer to a larger hospital 
or what. 

I can recall about 2 years ago when the town of Childress, Texas, 
was looking at losing its hospital, and the citizens were selling pies 
and cakes on the courthouse square. Cars were passing by route 
287, and the residents were tr3ring to raise money to keep their hos- 
pital open. They were successful at that attempt. That hospital 
meant a great deal to them. If you stop and think about towns like 
that, you realize the residents would have had to drive 100 miles or 
more to finsdly get adequate health care. 

When you consider the problems of health care, one issue is how 
to eliminate that fear that the senior citizen feels living in that 
rural town? The answer is not building more hospitals. I wish we 
could, but we can't. We have to be creative and find other ways of 
tr3ring to cope with those problems. 

Mr. Hartman, what you have done here, I think, is obviously a 
step in that direction. I am curious, first — ^in your testimony you 
had 46 hospitals in rural Texas and New Mexico that are now sub- 
scribing to these programs. Tell me what the cost is to a hospital if 
it wants to subscribe, and how do you bill the hospital? Is it based 
on the amoimt of time that the hospital uses it or what? 

Dr. Hartman. No, we bill them $450 a month per hospital; that 
is to receive 12 programs, for which £dl of their employees that are 
appropriate would receive credit. In Texas, the nurses, in order to 
be relicensed, must have a certain number of postgraduate hours 
every 2 years. We bill them. They must put in the equipment that 
costs slightly less than $5,000. 

I might say here, a big partner with us in getting the equipment 
at low cost has been the South Plains Electric Cooperative there in 
Lubbock. They have purchased with their purchasing power and in- 
stalled equipment everywhere we have gone over the last 34 sites 
out of those 46. But each program has an accreditation, which is 
very important for that pcuticijdar group. 

Mr. Sarpalius. We have to, as Members of Congress, try to look 
into the future and see what we can do now to try to help solve the 
problems that we will be facing in the future. I see tremendous op- 
portunities around the world and especially in rural areas where — 
there is now legislation being debated in the Energy and Com- 
merce Committee where, in the near future, people mil have their 
telephone sets hooked up to their jobs. 

There is a tremendous opportunity relating to telecommunica- 
tions where people can actually be in their home and talk to their 
doctor or talk to a doctor in Lubbock and deal with problems that 
they are having without ever having to leave their home. They will 
be able to order groceries from the local grocery store and have 
them delivered to their home. 
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Tell us what you envision in the future, where we can go with 
your programs if we continue investing in this direction? 

Dr. Hartman. Two different sorts of things: One is to have re- 
gional centers from which the consultations could occur, but also 
we are doing some work on providing mobile units that could go 
from community to community on a scheduled basis. That is a gen- 
uine possibility. We have expressed some interest from the Mead- 
ows Foimdation in Dallas in helping us work out such a piece of 
equipment as that. This is the way these things can spread 
throughout all these areas. 

The equipment in Alpine, for example, or any one of those single 
locations, when we put it in, was $85,000. That is far more than 
any of these hospitals could afford. In fact, many had trouble find- 
ing the $5,000 to purchase the down link equipment for those pro- 
grams. 

If we are able to have central units and then mobile units that 
could connect to them, they should be able to provide essentially 
the same service. 

Mr. Sarpalius. My time has run out. Again, I echo the com- 
ments of my friend from Lubbock on the tremendous job that you 
have done, and the hard work that you have put into this, and the 
millions of dollars you have saved many people. The examples you 
used at the end of your testimony are tremendous. 

I thank you for the service that you have given the people of the 
Texas Panhandle and Oklahoma and New Mexico and the model 
that you have given this institution to consider. 

Thank you. 

Mr. Engush. Dr. Hcu-tman, Dr. Foster, I appreciate very much 
the testimony that you have given us today. It has been very help- 
ful. Thank you very much again. 

Dr. Hartman. Thank you for inviting us. 

Mr. Foster. Thank you. 

Mr. Engush. Our last panel of witnesses today includes the 
former Secretary of Agriculture, Mr. Bob Bergland, who is execu- 
tive vice president of the National Rural Electric Cooperative Asso- 
ciation here in Washington; Mr. John O'Neal, general coimsel of 
the National Rural Telecom Association; Mr. Henry Buchanan, di- 
rector of small company affairs. United States Telephone Associa- 
tion; and Ms. Shirley Bloomfield, director of government affairs for 
the National Telephone Cooperative Association — all of Washing- 
ton, DC. 

Mr. Secretary, if you would care to lead off, as I told the other 
witnesses if you would summarize your testimony your complete 
written testimony will be made a part of the record. 

STATEMENT OF BOB BERGLAND, EXECUTIVE VICE PRESIDENT, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 

Mr. Bergland. Thank you, Mr. Chairman. 

My name is Bob Bergland. I am executive vice president of the 
National Rural Electric Cooperative Association [NRECA], the na- 
tional service organization of the Nation's 1,000 nonprofit, con- 
sumer-owned rural electric systems, which provide electric service 
to more than 25 million rural Americans in 46 States. 
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I appreciate the opportunity you afford this morning to provide 
our views on H.R. 5237, legislation to amend the Rural Electrifica- 
tion Act of 1936 to improve the provision of electric and telephone 
service in rural areas. On behalf of the rural electric cooperative 
systems, my remarks will, of course, focus on the electric provisions 
in the legislation. 

First, I would like to commend the chairman and this subcom- 
mittee for your ongoing concern and interest in the operations of 
the REA programs. This continuing high regard imparted upon the 
REA program by the Congress and its leaders has been particularly 
crucial during these periods when the administration in office 
sought to ph€^ out the program. The need for Federal assistance 
to supply electricity to rural areas is as great today as it was when 
the program first came into existence. In most areas, electric rates 
are too high relative to the economic conditions of their surround- 
ing communities. Therefore, we need to find ways to improve the 
delivery of the program's services by reducing the redtape that im- 
pedes these efforts. Many REA borrowers are frustrated by the 
costly delays and excess paperwork now existing at REA. 

REA continues to serve as the major source of loans and loan 
guarantees for rural electric distribution, generation, and transmis- 
sion systems. While the amounts of both REA electric insured 
loans and REA loan guarantees are substantially less today than 
during the early 1980's, these REA financing programs continue to 
be essential funding mechanisms. REA electric insured loans pro- 
vide an essential source of capital to assist in holding down electric 
rates to rural consumers. REA-guaranteed Federal l^ancing Bank 
[FFB] loans provide capital at the Government's cost of money plus 
one-eighth of 1 percent. Without these guarantees it is doubtful 
that generation and transmission cooperatives could obtain capital 
at any reasonable cost. 

It is the energy policy of the U.S. Government to provide Federal 
financing assistance to all sectors of the electric utility industry, 
either through the U.S. Internal Revenue Code or the REA. We 
sincerely appreciate the recognition and continuance of the Federal 
Government s support. 

Currently, at REA, there is a backlog of $737 million in insured 
loan applications, resulting in a waiting period of up to 2 years for 
approval of a loan. Despite the fact that insured loan levels have 
declined substantially in the past 10 years, and that there is a 
smaller pool of loan funds for the REA Administrator to manage, 
there has been no correlating effort to accelerate the process for 
approving the pending loan applications on a more timely basis. In 
fact, an annual loan fund survey conducted by NRECA reveals that 
the demand for insured loans will rise next year by 18 percent. 

Second, time and again the Confess has demonstrated its ongo- 
ing support for meeting and financing needs for the electric distri- 
bution and generation cooperatives and its strong support for a 
continuation of the REA-guaranteed loan program. Despite this 
legislative support, the administration, through the REA Adminis- 
trator, has accomplished administratively what they could not do 
legislatively — ^they have kept the REA-guaranteed loan program 
from operating by refusing to allow borrowers to draw down loan 
funds on approved loans. 
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The results are that REA's lending programs are in severe 
danger of being effectively shut down by its credit policies. 

In an effort to seek remedies to these concerns, NRECA inaugu- 
rated the Cooperative Finance Study Committee, a committee of 
the NRECA board of directors. Last year the cooperative finance 
study committee conducted a mcgor review of current financing, 
possible changes and financing options, concluding that improve- 
ments are necessary, both legislatively and adnmiistratively, to 
make the program work as the Congress has intended. 

The cooperative finance study committee, through several sub- 
committees, is continuing to study pc^ible administrative solutions 
to improve the mortgage, the processing, and amount of paperwork 
required for loan approval, and the standards required by REA 
that have been effective in reducing the costs of construction. 

Most of the legislative remedies recommended by the study com- 
mittee are embodied within H.R. 5237, and Mr. Chairman, we 
would offer our full support for these provisions as they relate to 
improving electric service in rural areas, and offer our correspond- 
ing thoughts, as follows: 

Lien accommodation — ^In order to obtain capital at reasonable 
rates, it is necessary that REA agree to provide lenders with an ac- 
commodation of its lien on the property of the borrower. The pro- 
posed lien accommodation section of the legislation would require 
the REA Administrator to grant a borrower's lien accommodation 
request for a loan from a private lender, if the loan is for the pur- 
pose of providing electric or telephone service and meets the crite- 
ria set forth in the bill language. The Administrator will have 90 
days to notify the borrower of the decision and may not require a 
compensating benefit to the Government as a condition for approv- 
ing the lien accommodation request. If this bill becomes law, the 
Administrator will be required to grant the private lender a lien 
accommodation on an equal and pro rata basis imless the Adminis- 
trator determines that the borrower will be unable to repay its 
Government loans and guarantees. An NRECA membership resolu- 
tion states, ''We support legislation to require the REA Administra- 
tor to revise REA policies to enable private lenders to obtain mar- 
ketable security interests for their loans by providing adequate lien 
accommodations." 

Loan prepayment — section 3 of the bill would allow electric bor- 
rowers to prepay their REA loans at their current economic value 
based on the current cost of money to the Federal Government. 
Systems prepa3ring REA loans would be ineligible to obtain REA 
insured loans for 5 years. 

Both the lien accommodation provision and the loan prepayment 
provisions are revenue neutral; they have no cost to the Federal 
Government. 

Mr. Chairman and members of the committee, we appreciate 
your continuing interest in the Rural Electrification Adnoinistra- 
tion and the recognition of REA's electric and telephone programs 
as essential components to the future viability of rural America. 

I would be happy to answer any questions. 

[The prepared statement of Mr. Bergland appears at the conclu- 
sion of the hearing.] 
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Mr. Engush. I understand all three of our next witnesses have a 
combined statement they are presenting. I am not sure who is lead- 
ing off. 

STATEMENT OF JOHN O'NEAL, GENERAL COUNSEL, NATIONAL 
RURAL TELECOM ASSOCIATION 

Mr. O'Neal. I will lead off, Mr. Chairman. Thank you. 

I want to say, as a Texan, I appreciate your earlier remarks wel- 
coming all Texans before this committee. That is not always the 
case in Washington. I appreciate being made welcome here, along 
with our other fellow Texans. 

Mr. Engush. I want to take note of this, because I am accused 
by members of the panels for loading it with Oklahomans. 

Mr. O'Neal. Someone once referred to me as being from Baja, 
Oklahoma. 

For the record, I am John O'Neal, counsel to the National Rural 
Telecom Association. It is a pleasure to appear before this subcom- 
mittee again to discuss the REA telephone loan program and, spe- 
cifically, your bills H.R. 5237 and H.R. 5238, which are the subject 
of this hearing. 

Our association continues to support your legislative initiatives 
for rural telephone and rural development, Mr. Chairman, includ- 
ing these two measures which you and your cosponsors recently in- 
troduced. 

It is vitally important that all Americans — ^both rural and 
urban — have access to the latest developments in telecommunica- 
tions technology as we enter the information age — ^p€ui;icularly in 
the areas of job and education opportunities and quality health 
care. 

The REA telephone program is — and must continue to be — ^the 
cornerstone of these efforts. Thanks to your leadership and that of 
this subcommittee, I feel certain it will be. 

On the subject of credit reform, I would like to summarize our 
panel's views on one particular provision of H.R. 5237, section 4, 
which would exempt the Rural Telephone Bank from the provi- 
sions of the Federal Credit Reform Act: 

Credit reform was marketed to Congress on the basis that it 
would not make substantive changes in the credit assistance being 
provided under current programs. It was intended exclusively to 
make changes in Federal accounting practices for credit programs. 

However, as our written statement demonstrates, the legislation 
has a dramatic substantive impact on the Rural Telephone Bank. 

Other organizations with unique characteristics, such as TVA, 
Crop Insurance, FDIC, and others, were exempt from the Credit 
Reform Act, but RTB was not among them. 

Unfortunately, during consideration of credit reform legislation, 
this committee, which has jurisdiction over the operations of the 
RTB, was not given the opportunity to consider the effects or the 
impact of credit reform on the bank. 

If credit reform is applied to the RTB, as is presently contemplat- 
ed, it will cause severe and unintended consequences because of the 
unique structure and nature of the bank. It will no longer functiim 
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as a b€uik, but will operate as just another direct (jovernment lend- 
ing program. 

The Rural Telephone Bank was created by Congress in 1971 
under legislation initiated in this committee as an instrumentality 
of the United States ''to furnish assured and viable sources of sup- 
plementary financing with the objective that said bank will become 
an entirely privately owned, operated, and financed corporation." 

It is a mixed ownership (jovemment corporation. 

The bank is capitalized by three classes of stock totalling over $1 
billion. The Government furnished the initial capital with funds 
appropriated over a 20-year period and owns $592 million in class 
A stock. Borrowers who subscribe 5 percent of each loan in stock 
purchases own approximately $500 million in class B stock. Bor- 
rowers and others have purchased an additional $13 million in 
class C stock. 

Temporarily, the RTB is a Federal agency by statute, but one 
that currently has over 45 percent private ownership. 

Prior to credit reform, the bank had not borrowed from Treasury 
since 1986 to fund advances on loans to borrowers and was essen- 
tially self-sustaining. Now it will become completely dependent on 
Treasury, and Treasury borrowing, for all future loan advances to 
borrowers. Is this progress? 

Under the act, the bank's lending rate is based upon its cost of 
money. If the bank's costs are increased dramatically the bank's in- 
terest rate correspondingly escalates. An administration witness in 
a recent hearing before this subcommittee predicted that the 
bank's interest rates would increase by 3 percentage points if credit 
reform legislation was fully applied to the bank's operations. 

If uncorrected, credit reform will destroy the capital structure of 
the bank, its method of operation and its promise for the future as 
a "privately owned, operated, and financed corporation." A promise 
made over 20 years ago by Congress to the private stockholders of 
the bank. 

For all of these reasons, Mr. Chairman, we support exemption of 
the Rural Telephone Bank from credit reform to prevent unintend- 
ed consequences in the operations of the bank. 

Thank you, Mr. Chairman. 

Mr. Engush. Thank you. Mr. Buchanan. 

STATEMENT OF HENRY BUCHANAN, DIRECTOR, SMALL 
COMPANY AFFAIRS, UNITED STATES TELEPHONE ASSOCIATION 

Mr. Buchanan. Mr. Chairman and members of the subcommit- 
tee, I am Heniy Buchanan, director of small company affairs for 
the United States Telephone Association. I want to focus my testi- 
mony this morning on the provision of H.R. 5237 which repeals sec- 
tion 412 of the Rural Electrification Act. As Mr. Liu testified in re- 
sponse to Mr. Smith, section 412 prevents the telephone program 
from functioning as Congress intends, resulting in unused lending 
authority. 

Since the reform of the Rural Telephone Bank's interest rate 
methodology in 1987, the bank has failed to meet its minimum loan 
level only once. During that same period REA has not once met the 
minimum insured loan levels set by Congress. For this fiscal year. 
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REA estimates that it will leave $50 million of insured lending au- 
thority on the table, appropriated authority which will never be 
used to improve or extend telephone service to rural Americans. 

Mr. Chairman, there exists a demand for loan funds which ex- 
ceeds the combined minimum authorized lending levels for these 
two programs. 

Section 412 operates to deny REA insured loans to qualified ap- 
plicants even though insured loan funds are available and R'EB 
funds are exhausted. In practical application, a borrower which 
meets the minimum financial test for an RTB loan cannot receive 
a section 305 insured loan if that borrower's net worth is greater 
than 20 percent, even if the RTB fimds are exhausted and mere is 
REA insured lending authority available. In such a case, which has 
occurred in the last several years, the borrower's loan application 
is shelved, even though all required processing has been completed 
by REA, and carried over into the next fiscal year. Needlessly car- 
rying over $40 million to $50 million in loan applications each 
year, applications which could be approved except for section 412, 
contributes to an expanding backlog of demand for loan funds. 

As we note in our written testimony, Mr. Chairman, this provi- 
sion, which predates the creation of the insured loan program, 
refers to REA loans under section 201 of the act, that is 2 percent 
loans, and only applies to section 305 insured loans because of an 
informal interpretation by REA. 

The provision predates section 305. When section 412 was en- 
acted, the REA rate was 2 percent and the RTB was envisioned to 
go to private credit markets at relatively high rates. What we are 
talking about today is 5 percent versus 5.4 percent. We're not talk- 
ing about creating winners and losers, but about using congression- 
ally appropriated lending authority. 

Finally, REA sa3rs repesd is contrary to the underlying purpose of 
the RTB. How can that be when it only comes into play once RTB 
lending authority is exhausted? 

Mr. Chairman, because of its impact, which serves to frustrate 
Congress' intent in authorizing minimum loan levels, repecd of sec- 
tion 412 is necessary. Thank you. 

Mr. English. Tliank you. 

STATEMENT OF SHIRLEY BLOOMFIELD, DIRECTOR, GOVERN- 
MENT AFFAIRS, NATIONAL TELEPHONE COOPERATIVE ASSO- 
CIATION 

Ms. Bloomfield. My name is Shirley Bloomfield. I am director ci 
government affairs. National Telephone Cooperative Association 
[NTCA]. NTCA is a national trade association representing nearfy 
500 small telephone cooperatives and commercial companies wra 
provide essential telephone service to rural consumers in 43 States. 
We appreciate the leadership this subcommittee has shown in sup- 
porting an effective REA program and enhancing meaningful rural 
development. 

Our industry welcomes any responsible initiatives, such as H.R. 
5237 and H.R. 5238 that will ensure the involvement of the local 
telephone company in providing telecommunications technology 
that can revitalize and sustain rural communities. 
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The central focus of all NTCA members and other small telcos 
must be to utilize all available resources in making affordable tele- 
phone service universally available to our rural customers. In seek- 
ing this goal, our efforts can and will spark telecommunications re- 
lated rural development which helps to ensure that America's 
rural sector remains a viable force in improving the country's over- 
all economic health and that rural Americans have the same 
access to jobs, education, and health care that are available in our 
urban commimities. 

Distance is perhaps the greatest obstacle in providing essential 
services to rural communities. However, the otetacle can be over- 
come with ever increasing effectiveness through the use of modem 
telecommunications facilities and services. 

H.R. 5238, the Revitalization of Health and Education in Rural 
America Act, would establish an REA program to provide grants to 
qualified State health and educational consortia to help them 
obtain access to interactive technology. While the telcos have long 
been involved in providing the infrastructure and transmission nec- 
essary for these projects, the end users, the hospitals, the schools, 
and the small businesses have been held back from participating 
due to limited access to resources. This legislation would address 
that issue and would encourage participation of rural communities 
in the information age. 

Again, we appreciate the support and leadership this subcommit- 
tee has shown in advancing rural America. Thank you. 

[The prepared statement of Mr. O'Neal, Mr. Buchanan, and Ms. 
Bloomfield appears at the conclusion of the hearing.] 

Mr. Engush. Thank you. We appreciate your testimony. 

Mr. Secretary how many of the borrowers with the REC right 
now want to pay back their REA loans? 

Mr. Bergland. I don't know, Mr. Chairman. The CFC has a 
survey out to try to determine what number that would be. I would 
guess it would be something like 100 or maybe less. 

Mr. Engush. Does most of this desire to repay come from just 
being tired of the hassle with the REA? 

Mr. Bergland. There is some of that, but I would say most 
comes from cooperatives that are either expanding rapidly and 
cannot afford the delays in loan approvals or from cooperatives 
that have expanded in other kinds of nonact activities like water, 
sewer, and garbage collection. There is lots of this going on. The 
cooperative becomes like a surrogate village outside the city limits. 
So the cooperatives in some cases have found it much simpler to 
pay off the REA and place all their credits in one place so they can 
combine all the activities imder one roof. It makes good business 
sense. 

Mr. Engush. Looking back from your perspective as a former 
Secretary of Agriculture, do you think the lien accommodation pro- 
visions offer enough protection as far as the Government is con- 
cerned? 

Mr. Bergland. Yes, the Government is fully protected. If the Ad- 
ministrator thinks doing that would weaken the Government's se- 
curity interests he is not required to make that approval. 
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Mr. Engush. Do you think if we enacted these changes we will 
be making some progress as far as cutting down on the backlog of 
loans that we have been facing? 

Mr. Bergland. I think so. There will be some cooperatives that 
will not choose to stay in the que in REA. That woiild reduce the 
backlog. On the lien accommodation we have had nothing but com- 
plaints from borrowers and lenders alike. If we can work some- 
thing out, it will make it easier for cooperatives to line up a pri- 
vate credit source and that would reduce the dependency on the 
REA funding. 

Mr. English. Mr. O'Neal, as we heard today, evidently the De- 
partment wants to make the position that the credit reform provi- 
sion would be scored at a $177 million cost by 0MB. Do you have 
any comments? 

Mr. O'Neal. I certainly do. I would be the last person in the 
world to say I understood Government accounting practices, but 
from a common sense standpoint I imderstand that we have a bank 
that is self-sustaining. It has not borrowed from Treasury since 
1986. If credit reform is applied, it will have to borrow everything 
it needs for future loan advances and Treasury will have to go to 
the private market and borrow those funds. 

I don't understand the kind of accounting logic that says that 
putting it back the way it was will cost $177 million a year. Pre- 
sumably they are suggesting erroneously, I believe, that the 
amoimt loaned annually by the bank would be a cost to the Feder- 
al Government. 

Mr. Engush. What are the consequences with regard to the 
credit reform? What is this really going to mean if, in fact, we do 
not carry out this change in the law? 

Mr. O Neal. There are essentially three things that will happen 
which we point out in our written statement. First, placing the 
equity of the bank invested prior to 1992 into a ''liquidating ac- 
count" would deny existing and future borrowers the benefit of tihe 
bank's low cost, embedded capital structure. 

Second, directing repayments on all loans made prior to fiscal 
year 1992 to the liquidating account would require the bank to 
borrow from Treasury to fund advances on new loans thereby 
sharply increasing the bank's cost of lending. 

Third, the so-csdled sweeping provision, which the administration 
kind of swept away in their testimony as a problem, is a genuine 
problem to the extent that it requires transferring to the general 
fund of the Treasury unobligated balances of the bank's rash ac- 
counts which are in excess of current needs — and nobody knows 
what that means — ^would result in an unconstitutional taking of 
private property for public use in violation of the fifth amendment 
to the Constitution of the United States. It would be a classic wa- 
tering of the stock of this bank. 

If you take an asset, in this case cash and transfer it to the 
Treasury off the bank's books, you water down the value of the 
bank to the stockholders. 

Mr. English. Mr. Buchanan, it is my understanding that the 
REA has already adopted regulations on lien accommodations and 
lien subordination, as far as telephone companies are concerned. 
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Since 1986 the REA has not granted a lien accommodation or co- 
ordination. Aren't they following their own rulings? 

Mr. Buchanan. To have a lien accommodation approved is just 
the first step in the paper trail. I was a former REA employee 
myself and actually did process an approval of a lien accommoda- 
tion for a telephone borrower. I got the approval, however the Gov- 
ernment attorneys had to work out the details of the security 
agreements with the private lenders. That can take quite a period 
of time. Despite the fact that there is a regulation, this is not an 
effective policy. 

Mr. Engush. So from the standpoint of telephone companies, 
you feel the provisions in the bill deal with that problem that you 
nave been facing with the REA's regulation in that area. 

Mr. Buchanan. Certainly. 

Mr. Engush. So this will carry out the intents of what the REA 
regulations also are? 

Mr. Buchanan. Absolutely, Mr. Chairman. 

Mr. O'Neal. I would like to agree with Secretary Bergland's re- 
marks on the question about the lien accommodation provision in 
H.R. 5237. I think this provision puts the focus precisely where it 
should be in making a determination under the statute whether a 
lien accommodation or subordination should be granted. That focus 
is on loan security. That is the only factor that should be consid- 
ered in making such a determination. 

If the Administrator finds a lien accommodation or subordina- 
tion adversely afiects loan security, he has the discretion to disap- 
prove that accommodation or subordination contrary to what was 
suggested in the administration testimony this morning. I think it 
is an excellent provision which would work well and focus the de- 
termination squarely on the question of loan security. 

Mr. Engush. Ms. Bloomfield, the health and education legisla- 
tion that we have, are the standards that are set out in that legis- 
lation adequate to accomplish the upgrading of the rural commimi- 
ties communication systems in your opinion? 

Ms. Bloomfield. Yes, I think you have done a very good job in 
addressing a couple of key issues that we have with these t3rpes of 
l^islation. That is, that your legislation makes it very clear that 
the transmission will be done by local exchange carriers who are 
recdly the providers and who are already in place to do a lot of 
transmission that is necessary. 

I think the standards on how you get the communities involved 
is the key because of the projects we have seen, and we have them 
all over the United States, particularly located in the Southwestern 
United States we are very involved in this. 

In getting a lot of the health care professionals involved in the 
early planning is something that is very essential. In terms of the 
qualified State, I think the criteria that has been laid out is very 
specific. I think we are seeing a move toward States having some 
type of plan on the State level whereby there is upgrading going 
on. There is a statewide plan or the independents or whomever 
might be out there in that area are getting together to decide what 
type of services are acceptable and necessary to provide adequate 
service statewide. I think the legislation is very clear on what 
needs to be done. 
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Mr. Engush. Thank you very much. Ms. Long. 

Ms. Long. Thank you, Mr. Chcdrman. Mr. secretary, I have a 
question for you. I am very supportive of the prepayment provision 
in this legislation and believe it will have quite an impact on one of 
the borrowers in my district. I would like to have your view on how 
this would impact m^ particular borrowers in my Fourth Congres- 
sional District in Indiana. 

Mr. Bergland. There are borrowers in Indiana who are part of 
the Wabash Valley generating structure that have been denied 
credit at REA for, I think, nearly 2 years. This came about because 
of a financial problem with the G&T. They were a minoritv owner 
of a nuclear powerplant being built by an investor-owned utilitv 
and they were unable to complete it. Our cooperatives got stuck 
high and dry. 

In the dispute with the REA over how to settle that, they embar- 
goed all creidits to distribution members of the G&T. We argued 
that has nothing to do with the basic problem involved in negotiat- 
ing this Wabash Valley settlement. Nonetheless they took the coop- 
eratives hostage. They hold the mortgage on all of them. They wul 
not change the rules on lien activities. The cooperatives are starv- 
ing to death. 

If REA won't provide them credit, someone else must. This legis- 
lation would allow them to pay off the REA and have the mortgage 
released so they can go elsewhere for the credits they need to 
really run modem utilities. 

Ms. Long. Thank you very much, not just for my district but 
many outside it. 

I thank the chairman for including this in the bill. It is certainly 
important to my Stete and my congressional district. Thank you, 
Mr. Chairman. 

Mr. English. Mr. Penny. 

Mr. Penny. I don't have any questions. I welcome the panel and 
thank them for the testimony. 

Mr. Engush. Let met say that I appreciate the testimony of our 
panel. As always you have done an outstanding job, and it has been 
very helpful to this subcommittee. We do have scheduled tomorrow 
morning a markup of these two pieces of legislation. We will at- 
tempt to proceed. I think we will have an amendment or two. The 
question that was raised by the Department concerning revisions 
on scoring, we have been advised by our budget people and CBO 
that can be addressed by a simple amendment, that those provi- 
sions will not take effect until after September 30. 

We will take a closer look and make sure that is correct. We will 
make adjustments to meet any of those t3rpes of needs that might 
come up. I was pleased today with the strong support we had from 
everyone but the Department. I understand the Dep€ui;ment's ob- 
jections are philosophical solely, and they are simply not interested 
in seeing thiis program move forward in dealings with the needs of 
the 199(7s and beyond. I think most members of this subcommittee 
and most Members of Congress feel the REA has a very important 
role to play as far as the country is concerned and as far as the 
future oevelopment of rural America. 

We intend for it to stand up and meet that kind of a role and 
meet that kind of test. I had assumed that we will, once again, as 
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we have for the past decade, be faced with a philosophical differ- 
ence between the administration and the Congress. I am hopeful 
that we will once again see that the Congress insist that we move 
forward and that we have an aggressive REA that pla3rs a vital 
role in the future of rural America. 

With that, the subcommittee will stand in recess. 

[Whereupon, at 12:50 p.m., the subcommittee was adjourned, to 
reconvene, subject to the call of the Chair.] 

[Material submitted for inclusion in the record follows:] 
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STATEMENT OF CONGRESSMAN DOUG BARNARD, JR. 

before the 

SUBCOMMITTEE ON CONSERVATION, CREDIT AND 
RURAL DEVELOPMENT 

TUESDAY, JUNE 2, 1992 



MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE, I 
APPRECIATE THE OPPORTUNITY TO SPEAK AT THIS HEARING ON THE 
NEEDS OF RURAL AREAS. I WOULD LIKE TO FOCUS MY COMMENTS 
!>AHTICULARLY ON THE ISSUE OF HEALTH CARE. 

• IT IS NO REVELATIOH TO ANYONE IN THIS ROOM THAT WE ARE 
FACING A NATIONAL HEAI-TH CARE CRISIS IT IS THE TOPtC-QF- 
THE-DAY IN PRESIDENTIAL CAMPAIGN SPEECHES AND COFFEE-SHOP 
COUNTERS DEBATE GENERALLY CENTERS AROUND HOW TO MAKE 
HEALTH CARE AVAILABLE AND AFFOROASLE TO ALL AMERICANS 

FORTUNATELY, THE QUESTIONS OF HOW TO TREAT PATIENTS IS 
BECOMING EASIER. TREMENDOUS BREAKTHROUGHS HAVE BEEN MADE IN 
MEDICAL SCIENCE IN THE 20TK CENTURY WE NOW HAVE CURES AND 
DRUGS AVAILABLE WHICH WERE NEVER DREAMT OF EVEN FIFTY YEARS AGO. 

UNFORTUNATELY, THE BULK OF THE EXPERT PHYSICIANS AND 
EQUIPMENT TENDS TO CONGREGATE IK URBAN AREAS. THIS MEANS 
THAT FOR THOSE OF US REPRESENTING RURAL DISTRICTS - WE 
HAVE CONSTITUENTS WHO DO NOT HAVE ACCESS TO THE PREMIUM CARE 
AVAILABLE TO CITIZENS IN BIG CITIES 

IT IS OUR RESPONSIBILITY AS MEMBERS OF THE FEDERAL 
GOVERNMENT TO FIND CREATIVE WAYS TO MAKE QUALITY HEALTH CARE 
AVAILABLE TO EVERYONE. 

SURELY AN IMPORTANT PART OF THE SOLUTION WILL BE 
OlAIRHAN ENGLISH S BILL WHICH GIVES GRANT MONEY TO RURAL 
AREAS TO SETUP INTERACTIVE TELECOMMUNICATIONS SYSTEMS FOR 
HEALTH AND EDUCATION. 

I WOULD LIKE TO SHARE WITH YOU THE SUCCESS STORY OF 
JUST SUCH A PROJECT AT THE MEDICAL COLLEGE OF GEORGIA, IN MY 
HOMETOWN OF AUGUSTA THE MEDICAL COLLEGE OF GEORGIA IS THE 
STATE'S HEALTH SCIENCES UNIVERSITY, COMBINING SEVERAL 
SCHOOLS OF HEALTH SCIENCES AND A 500-BED TEACHING HOSPITAL 
WHICH SERVES THE ENTIRE REGION. 

IN 1991, MCG INSTALLED A TELEMEDICINE BASE STATION WITH 
DODGE COUNTY HOSPITAL, SOME 130 MILES AWAY. WITH THIS 
SOPHISTICATED EQUIPMENT, A PHYSICIAN AT MCG CAN EXAMINE AND 
DIAGNOSE A PATIENT - HALF A STATE AWAY - ALMOST AS WELL AS 
IF THE TWO WERE IN THE SAME ROOM. 
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THIS IS A TWO-WAY VOICE AND VISUAL SYSTEM WHICH USES 
ELECTRONIC STETHOSCOPE, FIBER OPTICS, EKG, DIGITAL X-RAYS, 
MICROSCOPY FREEZE FRAME AND REMOTE CONTROL OPTICS TO 
PERFORM DETAILED EXAMINATIONS THE DOCTOR CAN ASK THE 
PATIENT QUESTIONS AND CAN CONSULT WITH THE PRIMARY PHYSICIAN 
ON PROGNOSIS AND THEATKEHT. 

THE BENEFITS OF SUCH A ^ETWORK ARE OBVIOUS. FIRST, 
THERE IS IMMEDIATE ACCESS TO SPECIALTY CONSULTATIOM. SECOND 
AND THIS IS A PHRASE EVERYONE IN THIS ROOM LOVES TO HEAR - 
REDUCED COST IT IS ESTIMATED THAT $1500 CAH BE SAVED FOR 
EVERY PATIENT WHO DOES NOT HAVE TO BE TRANSPORTED TO AN 
ACUTE -CARE HOSPITAL. 

AND THEN THERE ARE THE HUMAN BENEFITS SUCH AS A PATIENT 
REMAINING WITH HIS OR HER OWN DOCTOR, REDUCED DELAYS IN 
INSTITUTING NECESSARY TREATMENT, AND CONTINUITY OF CARE AT 
THE RURAL HOSPITAL 

BEYOND RURAL HOSPITALS, THERE ARE OTHER APPLICATIONS 
FOR SUCH A NETWORK FOR INSTANCE EXPERIENCE WITH A LESS 
SOPHISTICATED SYSTEM IN THE FLOI?IDA STATE PRISON SYSTEM 
REDUCED THE NEED FOR PATIENT TRANSFERS BY 701 IN ADDITION, 
SYSTEMS COULD BE INSTALLED IN NURSING HOMES OR EMERGENCY 
VANS AND TELEMEDICIHE COULD BE USED FOR CONTINUED MEDICAL 
EDUCATION FOR PHYSICIA^iS AND OiijER HEALTH CARE PROVIDERS TO 
KEEP THEH ABREAST OF THE VERY NEWEST MEDICAL KNOWLEDGE AND 
1»R0CEDURES 

MR. CHAIRMAN, THE MCG TELEMEDICINE PROJECT IS THE KIND 
OF STATE, LOCAL AND PRIVATE PARTNERSHIP THE FEDERAL 
GOVERNMENT IS PROMOTING THESE DAYS GOVERNOR MILLER OF 
GEORGIA SIGNED A LAW IN MARCH AUTHORIZING $50 MILLION TO 
DEVELOP SIMILAR PROGRAMS FOR OTHER RURAL HOSPITALS AND 
SCHOOLS. AND SOUTHERN BELL AND GEORGIA POWER HAVE BEEN 
INSTRUMENTAL IN PROVIDING THE INFRASTRUCTURE NECESSARY FOR 
ALL THE EQUIPMENT TO WORK. 

I HOPE THAT THE TELEMEDICINE PROGRAM AT MCG - AS WELL 
AS THOSE IN TEXAS, WEST VIRGINIA, FLORIDA AND MINNESOTA - 
CAN BE A MODEL FOR OTHER RURAL COMViy^—TIES ACROSS THE 
COUNTRY. THESE PROGRAMS REPRESENT THE KIND OF CREATIVE 
SOLUTIONS WE NEED TO PROVIDE EQUAL HEALTH CARE TO ALL 
AMERICANS. 

MR. CHAIRMAN, I MUST HIGHLIGHT ONE MORE PROBLEM BEFORE 
I CLOSE. IT SEEMS LIKE EVERYTHING BEFORE CONGRESS COMES 
DOWN TO MONEY, AND THIS IS NO EXCEPTION. 

CURRENTLY, MEDICARE WILL ONLY REIMBURSE THE PRIMARY 
CARE PHYSICIAN IN THESE CASES, NOT THE CONSULTING DOCTOR ON 
THE OTHER END OF THE COMPUTER, MY GOOD FRIEND, LARRY 
COMBEST, A MEMBER OF THIS SUBCOMMITTEE, HAS GATHERED MANY 
SIGNATURES ON A LETTER TO THE HEALTH CARE FINANCING 
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AONINXSTRATXON PETXTXOMIIIG THIN TO AUTHORZSI k DBKHtTIMTZOV 
PROJECT THAT WOULD SHOW THE C08T- EF F 1 CT IV HIK88 OP 
TELEMEDICINE. 

CERTAINLY THE COST SAVINGS INVOLVED IN ELI1IINATI1» 
TRANSPORTATION COSTS, BEGINNING NECESSARY CARE HMEDIATELY , 

and reducing doctors' and hospital staff tine in repetitive 
e3caninati0ns would nore than outweigh the expense op 

covering both doctors. 

it has always been the federal governnent's role to 
lead the charge in new technology and wen solutioiis. we 
nust pave the way so that private insurers will folxxnf suit. 
we will all be winners through cost savings, increased iiokk 
Productivity and a healthier population. 

hr. chairnan, i an delighted that a facility in ny 

district CAN BE PART OF A NEW SOLUTION TO AN OLD PROBLEM. Z 
APPRECIATE YOUR ATTENTION TO NY COMNENTS, AND I WOULD BE 
DELIGHTED AT THIS TINE TO ANSWER ANY QUESTIONS. 
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RELEASE ONLY BY 

THE HOUSE SUBCOMMITTEE 

OH AORZCULTURB, COHSERVATIOH, 

CREDIT, AMD RURAL DEVELOVMEHT 

STATEMEHT OF MICHAEL M.F. LIU 

ACTIMO ADMINISTRATOR 

RURAL ELECTRiriCATIOM ADMIMISTRATIOM 

BEFORE THE HOUSE SUBCOMMITTEE OH AORICULTURE, 

COHSERVATIOH, CREDIT, AMD RURAL DEVELOPMENT 

Mr. Chairman, at your request I am here to express the views of 
the Rural Electrification Administration (REA) , United States 
Department of Agriculture, on H.R. 5237 and H.R. 5238. Thank you 
for this opportunity. 

Although we are continuing to analyze a myriad of issues raised 
by these bills, it is clear that we have serious concerns with 
them. These concerns center on questions related to the 
necessity of certain provisions in the bills, budget impacts, and 
unclear future ramifications for the REA program. Because of 
these concerns, we must strongly oppose passage of both H.R. 5237 
and H.R. 5238. 

I shall summarize our views on both bills. 

gtR> »?7 

LIEH ACCOMMODATIOH AMD SUBORDIMATIOH 

Section 2 of the bill addresses the issue of lien accommodations 
and subordinations. Introductory comments to the bill indicate a 
sense that REA ''severely restricts" private lending by "refusing 
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to permit the private lender to share REA's lien on the 
borrower's property, or by delaying the approval of such liens.** 
Mr. Chairman, since January 1991 there have been 34 lien 
accommodation requests by electric borrowers, only 11 are still 
in process, 4 of which are for proposed construction rather than 
completed construction, thereby requiring greater time for review 
of engineering plans and related documents. Another 4 requests 
are part of refinancing proposals in Nebraska that have posed 
unique questions regarding defeasance of outstanding debt. We 
are working with these borrowers to minimize their exposure under 
this dual obligation to protect these interests. 

In general, however, lien accommodations have been processed in a 
reasonable fashion within an average time frame of 3-4 months, 
and I believe that this would compare well with any lending 
organization that deals in accommodations that are routinely in 
the magnitude of tens of millions of dollars (e.g., 9 of the 34 
cited requests are over $14 million, with the highest being $300 
million) . Thus, while there may be a perception of a 
program-wide problem, the record does not support this claim. 

REA does encourage its borrowers to prudently seek private sector 
financing in appropriate circumstances. With the full knowledge 
and cooperation of the electric borrowers* major trade 
organization, REA has undertaken a comprehensive review of its 
policies and procedures governing lien accommodations and 
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subordinations for electric borrowers, as well as a major 
revision of its mortgage and loan agreement. This has been made 
a priority within the Agency. 

REA plans to publish a proposed rule this fall on lien 
accommodations and subordinations. A final rule will follow as 
soon as practicable. REA has already received comments from 
the public in response to a published advance notice of proposed 
rulemaking. Public meetings will be held on lien accommodations 
and subordinations with the first scheduled for June 30, 1992, 
here in Washington, D.C. 

Telephone borrowers already have a regulation under which they 
may seek lien accommodations or subordinations. This regulation, 
7 CFR 1744, Subpart B, has been used by telephone borrowers for 
RE Act and non Act purposes without difficulty. In light of 
these activities, and the history of REA cooperating with 
borrowers on accommodations and subordinations, we believe that 
legislation on these points is unnecessary and potentially very 
costly to the program and the taxpayer. In fact, passage of 
Section 2 could hamper development of changes because of 
significant interpretation of language and policy concerns that 
we find in this section. 

For example, the proposed Section 307A (a) broadly states that. 
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4 
"Except as provided In subsection (b) , if the borrower of a 
loan made or guaranteed under this Act applies for a loan 
from a private lender for the provision of electric service 
or telephone service, then, on recpiest of the borrower, the 
Administrator shall grant the private lender a lien 
accommodation on the total assets securing the unpaid 
indebtedness owed to the Government and other lien holders 
on an equal and pro rata basis to the lien held by the 
Government in respect of the loan to the borrower.** 

The phrase **for the provision for electric service or telephone 
service*' language is too broad. A lien accommodation could be 
for a loan which finances lines of credit, operations, service to 
non-act beneficiaries, or loans that may not enhance the value of 
the borrower system. The Administrator would be constrained by 
the mandatory language in this section, i.e., **[t]he 
Administrator shall grant...,** from considering these features 
proposed in an accommodation recpiest. 

Section 3 07 A (a) also mandates that a lien accommodation to other 
lenders be given **on an equal and pro rata** basis with REA. Such 
a framework would permit lenders to have equal controls and 
remedies under the mortgage with REA, even though they may hold a 
very small portion of the secured debt. Under certain 
circumstances, this could permit such lenders to force a borrower 
into bankruptcy, contrary to the interests of the larger secured 
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5 
creditors, including REA and the major supplemental lenders on 
the program. 

The only way that such negative outcomes could be avoided in this 
bill is through the Administrator finding that the accommodation 
request falls under the "exception** provision (Section 307A (b)) 
of the measure. This provision, however, only allows the 
Administrator to deny a lien accommodation when. 

"...the ability of the borrower to repay all of the 
outstanding Government loans and guarantees of the borrower will 
not be reasonably adequate and will be adversely affected" 
(emphasis added) . 

This creates a narrow de facto two-part test that must be found 
to have been met in full by the Administrator before a recpiest 
could be denied. One part of the test recpiires a determination 
of whether the borrower's ability to repay "Government" loans and 
guarantees would "not be reasoneUsiy adecpiate" due to the 
borrower's new loan. For the other part of the test, the 
Administrator would have to find that the borrower's ability to 
repay will be "adversely affected." This may be problematic for 
weak borrowers (those with greatest risk for REA) , where new debt 
might raise doubts about "adequacy" of their ability to repay; 
and yet this new debt may not "adversely affect" their current 
status as a weak borrower. The accommodation would therefore 
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have to h% given and this could increase future loan losses. 

Of ecpial concern is that this test does not give the 
Administrator the authority to consider the impact of the lien 
accommodation on the security for the Government's outstanding 
loans. The Administrator could be obligated to grant a lien 
accommodation regardless of whether the security for the 
government's outstanding loans would be diluted, even to the 
point of rendering the security inadecpiate. This runs contrary 
to the requirement, which has been fundamental to the REA lending 
program since its inception in 1935, that the security for REA 
loans be "reasonably adecpiate.** 

Section 307A (b) also raises cpiestions as to how the ability to 
repay government loans and guarantees can be determined without 
reference to other obligations to supplemental lenders of the 
borrower. No such reference is included in this or any other 
section of the bill. 

The language of Section 307A (b) also suggest that minimal 
repayment ability is all that is recpiired to avoid denial of the 
lien accommodation recpiest. This is inconsistent with standards 
for granting lien accommodations that are accepted by sources for 
much of the private financing for REA borrowers — the National 
Rural Utilities Cooperative Finance Corporation (CFC) and the 
Bank for Cooperatives (CoBank) . Interest and debt service 
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coverage tests already exist In common mortgages where REA and 
CFC or CoBank are mortgagees, set prudent repayment and security 
standards that may go beyond those criteria in the proposed bill, 
and yet are consistent with private lender recpiirements. 

Specific to Section 307B, Lien Subordination, is the cpiestion of 
whether it restricts the authority of the Administrator under 
Section 312 of the Rural Electrification Act (RE Act) to review 
borrowers' investments above the 15 percent. Section 307A (b) 
requires that REA approve a lien subordination if the borrower's 
loan from a private lender is for the "purpose of rural 
development." The implication is that REA must also approve the 
loan. Yet, under Section 312 of the RE Act, the Administrator 
can restrict or approve investments by borrowers if those 
investments go over 15 percent of their total utility plant 
values. The ability of the Administrator to review investments 
by borrowers above a certain threshold is essential to 
maintaining the integrity of the underlying cash flow and 
security premises upon which existing loans were made. 

Common to both Sections 307A and 307B are the issues of whether 
or not REA's granting of a lien accommodation or subordination is 
intended to be binding on other co-mortgagees, and if REA will be 
recpiired to share its lien on the borrower's mortgaged property 
even if other co-mortgagees refuse to share their liens. This 
makes REA, despite being the lead lender for most of its 
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borrowers, an unecpial partner in lien acconmodatlon and 
subordination agreements under the proposed legislation. This is 
unfair and unacceptable for the Government. 

In addition. Sections 307A and 307B have identical language 
dictating that "the Administrator shall not require a 
compensating benefit to the Government.** "Compensating benefit" 
is not defined in the bill and is not a term of art. On its 
face, this language would preclude REA from weighing interests or 
consideration of programmatic goals, in the granting of lien 
accommodations and subordinations. This language could give rise 
to major problems in negotiated or court ordered debt 
restructurings that often times entail accommodations and 
subordinations as part of a weighing of interests among the 
borrower and creditors. Not granting lien accommodations and 
subordinations in these instances would work to the disadvantage 
of the borrower and the Government. 

Finally, as discussed earlier, the 90-day deadline, provided for 
in both Sections 307A and 307B, in which the "Administrator shall 
grant or deny a borrower ' s ... request" is being met even now in 
most cases. To impose an across-the-board deadline for all 
requests could very well create hardships on borrowers in complex 
transactions Involving international consortia. For example, 
Oglethorpe Electric recently, in a $217 million pollution control 
bond issue, requested a lien accommodation involving Credit 
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Suisse and lenders in West Germany and Japan which involved 
extended coBBunications. 

DZSOOUMTBD LOAM nUIPAyilSaT 

By any measure REA has provided its borrowers with substantial 
subsidies over many years through its lower than market interest 
rate program. It is not an exaggeration to point out that these 
borrowers have saved billions of dollars in interest expense 
since REA*s inception. Also many other federal subsidies have 
been made available, including federal income tax exemption for 
coops. ^Therefore, a discounted prepayment option, which is an 
added benefit, should be structured with long-term programmatic 
consequences in mind. Basic to REA policy is the belief that a 
discounted prepayment policy would encourage borrowers most able 
to obtain private sector financing, to receive the benefit of the 
present low interest rates and leave program resources for 
borrowers with the need for subsidized financing. Such choices 
of course are to remain in the purview of the borrower. 

Against this backdrop, our key points of disagreement with 
Section 3 of H.R. 5237 are as follows: 

* Under this bill, borrowers would be eligible for loans 
or loan guarantees under the RE Act within 5 years of 
prepayment. REA is strongly opposed to this provision. 
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REA is adamant that borrowers who prepay be precluded from 
becoming eligible for any future loans or loan guarantees under 
the Act or from any other federally sponsored program except 
Banks for Cooperatives. This would be entirely consistent with 
the policy adopted by Congress when it enacted the RE Act's 
Section 311 privatization demonstration program (i.e., where 
certain borrowers that paid off REA debt at a discount did so 
with the requirement that the area served would no longer be 
eligible for REA financing) . 

* The exception to the general rule of no prepayment 
except at face value, refers to the ability of the 
borrower to prepay at a discount a "loan or a portion 
of a loan.'* It is R£A*s position that all REA loans 
and advances must be part of a borrower's prepayment 
application. Clearly this would require careful 
consideration on the part of borrowers on whether they 
should take advantage of this program. But we are 
confident that in favorable interest rate climates, 
strong and well positioned borrowers will be sUsle to 
avail themselves of such prepayment option. 

* Allowing all borrowers to use tax exempt finamcing for 
prepayment would provide another benefit under the 
program. The phrase "discount shall be adjusted to 
make the discount equivalent to the discount that would 
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be obtained if the borrower used fully taxable 
financing** could be confusing in inplementation as it 
might be read to provide a greater than cost of funds 
to Treasury discount rate. Overall implications of 
this option are unclear. 

* The bill makes eligible for the program those 

distribution borrowers not in default on repayment of 
loans. But then enunciates that '*[a] default by a 
borrower from which a distribution borrower purchases 
wholesale power shall not be considered a default by 
the distribution borrower.** REA strongly opposes this 
provision. 

REA is owed over $7 billion from ** troubled** borrowers, mostly 
power supply providers. One of these borrowers owes the 
government over $3 billion. REA distribution system borrowers 
own and control power supply borrowers and thereby have 
responsibility for the decisions that may have led to financial 
problems now faced by these **troubled** borrowers. To permit 
distribution borrowers to benefit from a discount prepayment 
program with no consideration of how any associated **troubled** 
power supply borrower might repay unpaid REA loans is simply not 
reasonsUsle. This would encourage certain borrowers not to repay 
billions in outstanding REA loans and is counter to a soundly 
managed program. 
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TIBHTMIMT or RUBAL TBLIPROKI BJkVX CUDZT 

H.R. 5237 also •x«Bpts the Rural Telaphona Bank (RTB) froa the 
Credit Reform Act of 1990 for the stated reason of ellainatlng 
the negative Impact of the Credit Reform Act on holders of Class 
B stock and on the Federal Budget, and eliminating a 3 percent 
Increase In the Interest rates on RTB loans. 

The concerns over the negative Impact appear to be aimed at %rhat 
Is termed "sweeping," i.e., the transfer of funds not needed to 
meet the current obligations of the RTB. to the Treasury. It is 
not anticipated that "sweeping" of these funds will have a 
negative impact on holders of Class B stock or the Federal 
Budget. For instance, refunds of RTB margins which are allocated 
to holders of Class B stock are solely based on the level of 
margins at year end and are not affected by the amount of funds 
(cash) on hand in the RTB. The RTB*s obligation to make these 
refunds, once allocated, continue to exist regardless of any 
"sweep" of RTB funds. The 1993 budget proposes to create a trust 
fund to set aside certain balances of the liquidating account, in 
order to accrue funds for RTB privatization which begins in FY 
1996. Remaining balances of the liquidating account would be 
used to honor RTB debt to Treasury. On the question of credit 
reform's impact on the value of any class of stock of the RTB, it 
is our view that the liquidating fund's unlimited authority 
provided by credit reform to meet all of its obligations leaves 
the value of such stock much the same as prior to passage of 
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Fttdttral credit r^fom. 

Thtt intttrttst rattt on naw RTB loans undor crodlt rofom is not 
incraasod by 3 parcant. Tha currant pro j action for FY 1992 is 
for an intarast rata of approxlnataly 7 parcant. This raprasants 
an incraasa of only 1.6 parcant ovar tha FY 1991 rata of 5.43 
parcant. 

Anothar considaration that want into foraulating REA*s opposition 
to H.R. 5237, inclusiva of tha bill*s proposed axanption of tha 
RTB froB tha Credit Rafora Act of 1990, was its "scoring" 
iaplications. According to tha Offica of Managamant and Budget, 
r«Boval of tha RTB from credit refora would require scoring of 
RTB* 8 full loan authorization limit (FY 1992, S177 Million ) and 
resulting net loan outlays on a cash, not subsidy, basis. Thus 
the bill %rould be subject to pay-as-you-go scoring. 



RBPIAL OF 8BCTI0M 412 
Tbe repeal of Section 412 of the Rural Electrification Act (RE 
Act) , is contrary to the underlying purpose of RTB to provide 
assistance to financially healthy borrowers. Repeal will allow 
telephone borrowers with net worth of over 20 percent to qualify 
for RE Act insured loans. The legislative history of the Act 
aaXes clear that low interest rate direct telephone loans "should 
be Bade available to those borrowers who are financially unable 
^o afford the cost of Bank loans." H. Conf. Rep. No. 165, 92nd 
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Cong., 1st Sess. (1971) reprinted in 1971 U.S. Code Cong, and 
Ada. News at 1038. As the Comptroller General recently noted: 

"...Section 412 provides that the Administrator could not 
■ake a title II direct telephone loan to any borrower whose 
net worth exceeded 20 percent of its assets, unless the 
Administrator determines that the borrower cannot obtain a 
telephone loan from the Telephone Bank or a commercial 
lender." 7 U.S.C. Section 950(b). (footnote deleted) The 
House of Representatives, where the provision originated, 
explained that, "when a borrower's net worth reaches 20 
percent of its assets, the borrower no longer requires the 
subsidized credit offered by an REA loan." H. Rep. No. 12, 
92nd Cong., 1st Sees. 6 (1971). Letter to The Honorable 
Glenn English, Chairman, Subcommittee on Conservation , 
Credit and Rural Development, Committee on Agriculture, 
House of Representatives; March 9, 1992, B-246579." 

RTB borrowers which may be unable to obtain RTB loans in a timely 
manner because of Congressional ly established limits on loans can 
still obtain credit under section 306 currently in the form of 
Federal Financing Bank guarantees or under REA*8 1993 budget 
proposal, RTB loans at the cost of funds to Treasury. We see no 
reason to dismantle the existing structure for financial 
assistance to telephone borrowers, and to increase the subsidy 
provided to the financially healthy RTB borrowers. 
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In addition, the repeal of Section 412 could create a situation 
where borrowers may delay accepting or applying for RTB loans in 
order to become eligible for insured loans at 5 percent or 
perhaps 4 percent (see H.R. 5238 proposed) . This would create an 
artificial backlog and delay subscribers from receiving new or 
improved telephone service. 

TRB REPEAL OF SECTION 311 

The repeal of section 311 is not justified. Section 311 
established a privatization demonstration program whereby Alaska 
borrowers were allowed to prepay their outstanding guaranteed 
loans and insured loans at a substantial discount providing a 
benefit to the borrower for agreeing to leave the REA program 
forever. Section 311 provides that the territory served by 
borrowers participating in the program will no longer be eligible 
for financial assistance under the Rural Electrification Act. 
Two Alaska borrowers have participated in the program. The 
repeal would permit the territory served by those former 
borrowers to qualify for additional financial assistance. This 
is contrary to the intent of Congress in enacting the program, 
and serves no public purpose and REA strongly opposes the 
provision. 

BfRt M?g 

The primary mission of REA is outlined in Section 2 of the RE Act 
as being to make loans: "for rural electrification and the 
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furnishing of ttlectric energy to persons in rural areas who are 
not receiving central station service, and for the purpose of 
furnishing and improving telephone service in rural areas...." 
H.R. 5238 would significantly increase the scope of REA by 
providing a grant authorization of $50 million to "support the 
costs of activities involving the sending and receiving of 
information to improve health care services or educational 
sources in rural areas" (proposed Section 2338(f)(1)). 

REA would become more akin to an agency for social services 
rather than a lending institution for rural utilities. 
Implementation of this grant program would overburden an already 
busy REA staff. As p«urt of its lending mission, REA must provide 
technical and financial support to its borrowers. 

The new 4 percent lending program provided for in this bill is 
also of concern from fiscal and program implementation 
standpoints. To the degree that it too may be linked to the 
provision of health care services or education services, it 
suffers from the same problem in mission as does the grant 
program. In terms of budgetary impact, we find that the change 
in interest rate from the current 5 percent to 4 percent would 
increase subsidy levels for the insured telephone program bv 
S23.8 million. 

The above key aspects of the grant and loan programs in H.R. 5238 
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17 
accoiint for REA's opposition to the bill. 

More specific concerns arise on the following points: 

(1) For either the grant or loan programs under H.R. 5238, 
States would have to, within 1 year of rules being published, 
create a comprehensive "plan for upgrading and modernization of 
t:he rural telecommunications infrastructure of the State** 
(proposed section 2338 (b)(2)). Such plans could take well over 
a year to complete. Furthermore, although one agency may be 
involved in submitting grant applications, it is not clear how 
far the states must go in ensuring that all competing state 
policies in telecommunications are worked out prior to plans 
being submitted to REA. In states where Independently elected 
regulatory bodies exercise great Influence on communications 
planning, designation by the Governor or state legislature of 
other bodies to plan for the program in H.R. 5238, could give 
rise to competing policies that would have to be resolved during 
the adoption and approval process of State plans. REA should not 
be placed in a position of having to risk legal exposure in 
potential local jurisdictional debates. 

(2) Although consortia that would be created to take 
advantage of the grant program are required under the bill to use 
the **public switched network** (proposed section 2338(a)), (i.e., 
telephone companies) , nothing appears in the bill to assure that 
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sttrvlce by the telephone companies would be at affordable levels 
for the grant recipients. 

(3) Proposed Section 2338(f) indicates that not more than 
40 percent of grant monies may be used to acquire interactive 
telecommunications end-user equipment — and that not more than 5 
percent may be used to contract with any consultant or similar 
person. Although silent on the remaining 55 percent, it may be 
inferred that activities that would be acceptaible could include 
operating costs such as salaries of the project personnel within 
the consortium and training of consortium staff, teachers, and 
technicians. REA loan programs have traditionally funded the 
basic telecommunications infrastructure. We believe that this 
original purpose of REA funding should continue. 

(4) H.R. 5238 lowers the insured telephone lending rate by 
1 percent for REA direct telephone lending with borrowers in 
States with approved State plans. However, no language exists in 
the bill which compels that such borrowing be found to be 
consistent with the State plan or reviewed by State authorities 
before submission of the loan application to REA. (Proposed 
Section 2338 (c) , page 12.) 



(5) Elimination (proposed section 2338(d), page 12) of the 
preference. Section 408(b)(2) of the RE Act, for RTB lending. 
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coupled with the potential repeal of Section 412 of the RE Act in 
H.R. 5237 would give strong encouragement to borrowers to utilize 
the REA below cost of funds interest, rate direct loan program 
rather than the RTB. This would impede RTB's becoming a viable 
source of long-term financing for borrowers at a Treasury cost of 
funds interest rate. 

(6) Section 3 of H.R. 5238 redefines rural by increasing 
the maximum population threshold for rural communities from 1,500 
to 10,000 persons. 

Information obtained from the 1990 census shows that 5,500 
additional municipal areas would become eligible with a median 
population of 8,184. This change would increase the number of 
subscribers eligible to receive service from REA financed 
companies from 5.6 million to aibout 45.4 million. Many of these 
municipalities are served by large corporations. With this 
change, REA could be faced with a flood of loan applications 
creating backlogs of several years, at the expense of small and 
deserving borrowers. 

(7) Finally, it is unclear to us what, if any, impact 
Section 4, the Sense of the Congress, is intended to have on REA 
lending practices. The RE Act provides that loans may be made to 
entities which provide telephone service and that security for 
the loans be reasonably adequate. 
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Section 4 states that borrowars Intarastad in upgrading 
talacomiinications through REA's financing, do so "through a 
subsidiary in order to limit the assets subject to the lien 
requirements of such Act." The results of Section 4 could run 
counter to existing REA practices. 

Currently REA lends to a number of operating subsidiaries of 
telephone holding companies. REA requires, as a condition of its 
loans, that these borrowers have a complete and integral 
telephone system which provides basic telephone service. REA's 
security is based on the value of the system as a going concern. 
If section 4 is intended to suggest that REA malce loans to 
special purpose financing subsidiaries whose only assets are REA 
financed facilities and which are not capable of providing 
telephone service, we would oppose its enactment. Such lending 
practices would be contrary to the existing requirements of the 
Act. 

Mr. Chairman, this completes my testimony and I will be available 
to answer questions that you or the other members may have. 
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TESTIMONY FOR H.R. 5238 

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE ON CONSERVATION, 
CREDIT, AND RURAL DEVELOPMENT OF THE COMMITTEE ON AGRICUL- 
TURE, THANK YOU FOR THE PRIVILEGE OF TESTIFYING ON BEHALF OF 
H.R. 5238, THE "REVITALIZATION OF HEALTH AND EDUCATION IN 
RURAL AMERICA ACT OF 1992 . •* 

MY NAME IS J. TED HARTMAN, M.D. I AM THE EXECUTIVE DIRECTOR 
OF THE TEXAS TECH MEDNET PROJECT, A PROJECT JOINTLY FUNDED BY 
A GRANT FROM AGENCIES OF THE DEPARTMENT OF HEALTH AND HUMAN 
SERVICES [ HAH 000001-01 AS AUTHORIZED IN SECTION 4094(e), 
Omnibus Budget Reconciliation Act of 1987 (42 U.S.C. 1320c-5 
note ] AND THE TEXAS TECH UNIVERSITY HEALTH SCIENCES CENTER. 
THE GOAL OF THIS PROJECT IS TO REDUCE ISOLATION OF HEALTH 
CARE PROVIDERS IN RURAL COMMUNITIES IN TEXAS AND NEIGHBORING 
STATES . 

UNDER TERMS OF THE DEMONSTRATION GRANT PROPOSAL, VARYING 
TYPES OF TELECOMMUNICATION TECHNOLOGY WERE TO BE UTILIZED. 
IN ONE TYPE, THREE LIVE CONTINUING HEALTH CARE EDUCATION 
PROGRAMS ARE SENT TO SATELLITE EACH WEEK IN THE DISCIPLINES 
OF MEDICINE, NURSING AND ALLIED HEALTH. VIEWERS OF THESE 
PROGRAMS EACH RECEIVE CREDIT BY THE ACCREDITING BODY 
APPROPRIATE TO THAT DISCIPLINE. EACH PROGRAM IS CONCLUDED 
WITH AN INTERACTIVE QUESTION AND ANSWER SESSION. 

-1- 
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FORTY-SIX HOSPITALS IN RURAL TEXAS AND NEW MEXICO NOW 
SUBSCRIBE TO THESE PROGRAMS. 

IN ADDITION, CONSULTATION SERVICES ARE AVAILABLE THROUGH THE 
USE OF INTERACTIVE VIDEO FROM ALPINE, TEXAS, AND FORT 
STOCKTON, TEXAS, TO THE TEXAS TECH UNIVERSITY HEALTH SCIENCES 
CENTERS IN ODESSA AND LUBBOCK, DISTANCES OF UP TO 300 MILES. 
IN SLIGHTLY LESS THAN TWO YEARS, OVER 170 CONSULTATIONS HAVE 
BEEN PERFORMED. IN THE FORMAT USED, THE FAMILY DOCTOR 
PRESENTS THE PATIENT OVER LIVE VIDEO TO THE CONSULTANT WHO 
HAS BEEN REQUESTED IN LUBBOCK OR ODESSA. THE PATIENT AND 
OFTEN THE FAMILY PARTICIPATE IN THE CONSULTATION. 

THE CONSULTS HAVE RANGED FROM SKIN RASHES TO PROBLEM BIRTHS 
AND EVEN TO ASSISTING IN THE AMPUTATION OF A LEG THAT HAD 
LOST ITS CIRCULATION. IN A NUMBER OF PATIENTS, THE DIAGNOSIS 
WAS CHANGED BECAUSE THE FAMILY DOCTOR, THE PATIENT AND THE 
PATIENT'S FAMILY WERE ALL ABLE TO PARTICIPATE IN THE 
CONSULTATION WITH THE CONSULTANT. THIS ALLOWED ONE PATIENT 
CARRYING A DIAGNOSIS WITH A SERIOUS PROGNOSIS TO HAVE THAT 
DIAGNOSIS MODIFIED WITH IMPROVED PROGNOSIS. IN MANY 
INSTANCES THE CONSULT HAS MADE IT POSSIBLE FOR FAMILY 
PRACTITIONERS TO TREAT THEIR PATIENTS LOCALLY RATHER THAN 
LOSING THEM, AND THE REVENUE, TO AN URBAN HOSPITAL. 

ONE OF THE HOSPITALS PARTICIPATING IN THE CONSULT PROGRAM WAS 
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IN DANGER OF CLOSING imEN THE TELEMEDICINE SERVICE BEGAN. 
THE HOSPITAL AI»fINISTRATOR NOW REPORTS THAT INCOME REALIZED 
BY RETAINING PATIENTS LOCALLY FOR TREATMENT HAS ALLOWED THE 
HOSPITAL TO REMAIN OPEN. WHILE IT IS DIFFICULT TO PINPOINT 
EXACTLY WHY THE FINANCIAL SITUATION HAS REVERSED, THE LOCAL 
PHYSICIANS BELIEVE IT IS DUE TO AN INCREASED CONFIDENCE IN 
THE HOSPITAL BY THE LOCAL CITIZENS. 

THIS ABILITY TO PROVIDE CONSULTATION ON DEMAND WITH A 
SPECIALIST OF CHOICE HAS MARKEDLY ENHANCED THE QUALITY OF 
MEDICAL CARE IN REMOTE AREAS. IT PROVIDES INCREASED ACCESS 
TO CARE IN SEVERAL WAYS. IT EXTENDS SPECIALTY CARE TO REMOTE 
AREAS AND IT MAKES MEDICAL SERVICES AVAILABLE TO INDIVIDUALS 
WHO OTHERWISE COULD NOT AFFORD THAT MEDICAL CARE. IN 
ADDITION, IT PROVIDES ACCESS TO CARE FOR THOSE PERSONS WHO 
HAVE NO TRANSPORTATION TO A SOURCE OF NEEDED CARE. 

ANOTHER FEATURE NOT FULLY RECOGNIZED IS THE LOWER COSTS OF 
PROVIDING MEDICAL CARE IN RURAL AREAS. IN THE ANALYSIS 
APPENDED, THE COSTS (TO A THIRD PARTY PAYOR) OF PROVIDING 
CARE IN A RURAL COMMUNITY WERE COMPARED TO THE COSTS OF 
SIMILAR CARE IN AN URBAN CENTER. WE NOTED AN AVERAGE SAVINGS 
OF $998.00 PER PATIENT IN THE 11 CONDITIONS STUDIED. THIS 
COST DATA WAS DEVELOPED BY SAMPLING PATIENTS TREATED LOCALLY 
AS WELL AS THOSE REFERRED TO DISTANT SPECIALISTS BUT DID NOT 
FACTOR IN DIRECT COSTS TO THE PATIENT (SUCH AS TRANSPORTATION 
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AND LODGING) OR COSTS SAVED BY PREVENTING POSSIBLE 
INEFFECTIVE OR INAPPROPRIATE CARE HAD THE TEXAS TECH MEDNET 
INTERACTIVE VIDEO NOT BEEN AVAILABLE. 

AS PROGRAMS PROVIDING HEALTH CARE AND EDUCATION BY MEANS OF 
INTERACTIVE VIDEO DEVELOP, GUIDELINES WILL BE NEEDED TO 
ENSURE THAT QUALITY IS MAINTAINED, UTILIZATION IS APPROPRIATE 
AND THAT THIRD PARTY PAYOR REIMBURSEMENT IS ASSURED. 

IT IS IMPORTANT TO RECOGNIZE THAT SUCH INTERACTIVE VIDEO 
NETWORKS EMPOWER THE RURAL COMMUNITY IN MANY WAYS. AS 
EXAMPLES, SUCH SYSTEMS CAN BE USED EFFECTIVELY IN EDUCATION 
(AS DEMONSTRATED IN THE PANHANDLE OF OKLAHOMA) , IN SUPPORT OF 
LEGAL ISSUES AND IN PUBLIC ADMINISTRATION. THESE SYSTEMS ARE 
QUITE ANALOGOUS TO THE SUCCESSES OF THE FARM TO MARKET ROAD 
SYSTEMS OF THE 1930 'S, UO'S AND 'SO'S. THE POSITIVE 
ECONOMIC IMPACT OF SUCH ACTIVITIES CANNOT BE UNDERESTIMATED! 

(Att.achments follow:) 
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TBCB MBDMBT DBMOWSTIATZOir FSOJBCT - 

IMTBRACTIVE VIDEO TELECOMMUNICATIONS NETWORKS FOR 
RXIRAL HOSPITALS AND HEALTH CARE PROFESSIONALS 

(See Federal Register 10/31/88 page 43937 and Section 4094(e) of 
the Omnibus Budget Reconciliation Act of December 1987) 

Project Description and Ooalx Texas Tech MEDNET Is a three year 
demonstration project, partially funded by a $1.9 million grant 
froB the U.S. Department of Health and Human Services. It was 
initiated January 1, 1989 and Is designed to demonstrate the use 
of interactive telecommunications systems to link rural hospitals, 
clinics, and practitioners, with the purpose of Improving rural 
health care by using technology to overcome professional Iso- 
lation. The capaiblllty of these communications systems to provide 
a local source of contlnuina education, to provide clinical 
oversight and consultation in patient care, and to provide needed 
institutional services and resource is being examined. 

The development for this project has received strong support from 
numerous physicians, rural hospitals, medical schools, and 
governmental groups, including the Special Task Force on Rural 
Health Care Delivery in Texas and its Feb. 1989 report to the 71st 
Legislature, the Texas Medical Association, the Texas Medical 
Foundation (Texas PRO) . 

Methodology: Health care practitioners in hospitals and clinics 
in Alpine, Andrews, Atlanta, Big Lake, Borger, Bowie, Brenham, 
Brownfield, Canadian, Childress, Clifton, Colorado City, Cuero, De 
Leon, Del Rio, Denver City, Dumas, Eagle Pass, Fort Stockton, 
Friona, Gonzales, Hale Center, Hereford, Hondo, Kenedy, Knox City, 
Lamesa. Llano, Moneihans, Muleshoe, Palestine, Pecos, Perryton, 
Plainview, Port Lavaca, Post, Rotan, Ruldoso, San Angelo, 
Seminole, Seymour, Silver City, Snyder, Spearman, Tahoka and Van 
Horn are electronically linked by various technologies to Texas 
Tech Health Sciences Center's four campuses in Lubbock, Amarillo, 
Odessa and El Paso. Telecommunications technology is used to 
provide four services: 

1. Clinical consultation ugjnq ppjnt-tp-point jnt^ragtive diqi^a^l 

video . Through the consultation component, the prm 
physician in the rural hospital can communicate with 



video. Through the consultation component, the primary care 
physician in the rural hospital can communicate with 
physicians in larger hospitals or medical centers for 
consultation and diagnosis. Patients seen in Alpine and Ft. 
Stockton demonstration sites can be "seen" through live video 
at the Texas Tech Health Sciences Center in Odessa, Lubbock, 
or El Paso. These consultations can often allow the patient 
to remain in the community and receive medical care there. 
These two way interactive vldeo/audlo/graphics/data systems 
utilize digital Tl (1.544 mbps) links. They connect with, and 
are fully compatible with the Texas Tech Techllnk network 
which provides interactive video communication between the 
Lubbock, Amarillo, El Paso and Odessa campuses. 

4/24/92 
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2. Static video imaging aygtena using talephona linea for 
transmission. These systems allow for exchange and analysis 
of x-ray, pathology images and other still images. 
Teleradlology and telepathology consultations use telephone 
lines and special modems to transfer high resolution images 
between rural hospitals and the Texas Tech University Health 
Sciences Centers. Texas Tech MEDNET has adopted the 
Corabi/Optel Static Imaging System and upgraded it so it can 
be used with an AT&T 6386 personal computer operating under 
DOS. The work station can serve multiple purposes. It can be 
used to transfer x-rays and color images of pathology slides 
or specimens, and it can be used for word processing, 
spredsheets, medical records, office appointments, billing, 
etc. Engineering studies of input devices and resolution 
requirements as being done, and are essential to the success 
of this technology. A three site rural radiology network is 
being supported by this technology demonstration. 

3. CQntinuinq ^auga^ign using 101 kand gat^llitg uplinK 

technology. Texas Tech University Health Sciences Center 
provides live programs including feedback and telephone 
questions from the participants. Since November 1989 two 
programs per week have been provided to health care 
practitioners. The continuing education component provides 
grand rounds, case conferences, seminars and workshops for 
physicians, nurses and other health care professionals. 
Delivered from Texas Tech University Health Sciences Center in 
Lubbock, these programs are specially tailored for rural 
health care. This project gives hospitals in rural west Texas 
the ability to offer up-to-date medical information and 
training to their staffs without the high costs of travel and 
hiring temporary health care personnel. This one-way analog 
video two-way audio network is currently supporting 46 rural 
hospital's downlinks. The project has also successfully used 
terrestrial Tl digital compressed video from rural sites to 
feed its central uplink for regional program distribution. 

4. M^^jpa; infQyw?^tj.on snd cpnguitat^ign xia t^i^fagsimji^, aii 

hospitals have telefacsimile machines which were initially 
installed in order to receive documents quickly from the Texas 
Tech University Health Sciences Center Libraries. Doctors 
found that they could also use the machines for fetal 
monitoring consultations. Over 90% of those images 
transferred via telefacsimile revealed abnormalities that 
could be managed by telephone consultation. This has reduced 
the number of patients that have had to be referred to 
specialized care centers. This telefacsimile network 
currently supports 19 sites. 
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A sunmary of benefits to rural health care and health professional 
education includes: 

* Physician/physician or physician/physician extender 
consultation without geographic limitations 

* Keep patients in local care setting 

* Increase patient care revenues at home 

* Locally receive and participate in continuing education 
programs; decreased costs for accredited programs 

* Decrease professional isolation 

* Increase diagnostic resources - (teleradiology, 
telepathology, clinical examination and diagnostic case 
review) 

* Access to current medical literature 

* Support/ supervision of health profession's students in 
rural and under served urban training sites. 

These systems will also be highly useful in rural environments for 
public education; remote management of legal hearings; regional 
administration of public agencies and reduction of travel; local 
assessment of patients requiring rehabilitation or MHMR services; 
etc. 

The Texas Tech MEDNET Project was beg\in in January 1989 as a cost- 
participation grant, in which TTUHSC was legally required to fund 
all equipment and to annually demonstrate and negotiate its cost 

?articipation. The TTUHSC is developing these systems to fulfill 
ts realonal and rural outreach mission. Funding for ongoing 
operation of this network is planned (1) by making the system 
income cover system operation and (2) as a portion of a line item 
request for project staff and operations related to Health 
Sciences Center standard education. 
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TEXAS TECH UNIVERSITY HEALTH SCIENCES CENTER 108 COUNTY SERVICE AREA 



EL PASO aKhDt4.i^L 
CAMPUS - (6 ijauDyvi} 
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CURRENT TECHNOLOGY SITES - APRIL 24, 1992 
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TEXAS TECH MEONET RURAL INTERACTIVE VIDEO TELEMEDICINE DEMONSTRATION 
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TEXAS TECH MEDNET PROPOSED TELERADIOLOGY SYSTEMS 
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TEXAS TECH MEDNET 



TEXAS TECH UNIVERSITY 
HEALTH SCIENCE CENTER 

Cost Analysis 

February 18, 1992 
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DURBIN & COMPANY 




AMk.'taMTfTOl 

CSU) 4194m 
nR(SU)S2M2ll 



It, 1992 



TedBMiMi.llD. 

Exficoiive Dinctor, Texas Tedi MEDNET 

Texas Tedi IfahrcnHy HeaMi SdcDces Cotter 

3d014di Street 

UbboGk, Texas 79430 



Dear Dr. 



We were engaged to assist in die devdopnent of cost data for the MEDNET 
Bttenctive Video NetworiL The devdqpment of dus cost data was perfbnned on a 
sample basis of a variety of different types of patients, with different medical needs. Due 
to die operating history of the program being only one year, a statistical ext^^>olation 
approach would not have been possible. 

The evahiadon process requ ir ed the development of projected health care cost 
savings that is a result of die utilization of dus system. We developed the cost that 
BOfmaUy would have been charged by the medalist if the patient had been seen in an 
actual consultation. Finally, we addressed the cost of the technical component that is 
iDcuned in die production of dus system. 

Hie study we performed did not address other social issues diat are furdier described 
OB page 6. We were not able to determine die cost saved by the prevention of ineffective 
or in ap prop ri ate care that migjit have oc cun ed if die system was not in place. Finally, 
we can not quantify the human value of the services provided. 

Ibe results of our study indicated that utilization of MEDNET i^pears to reduce 
direct health care costt. Tbe actual saving is from die prevention of ambulance transfers, 
nd from die normally lower cost of rural ftdlities as con^ared to their urban 
co unte ip arts . Tbe healdi care cost of reinibursing the consulting physician was less dum 
die savings. 
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MEDNETINTERACnVE VIDEO FACE 2 



The technical component cost of the program will have to be reimbursed to keep the 
program viable. However, the actual rate for reimbursing these services has not been 
quantified at this time. The technical cost of the program varies from site to site due to 
variable costs of the phone line service. 



auiccreiyt 

Durbin & Cooq^any / 

J. Brandon Durbin, CPA 
Partner 
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MSSMETimBUCTIVEViraO PAGE 3 



MEDNET PROFESSIONAL COST Vs. SAVINGS 



TOTAL COST SAVINGS 

(See Attached Con^iladon Report) $17,192 

CONSULTING PHYSICIAN CHARGES (Proposed) ^690 

COST SAVINGS ^16.502 

CASES SAMPLED U 

AVERAGE SL2QQ 
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MEDNET INTERACTIVE VIDEO FACE 4 

MEDNET TECHNICAL COST Vs. SAVINGS 



CX)ST SAVINGS 

(See Page 3) S16.502 

TECHNICAL COST AT $502 PER USAGE 15.522 

NET SAVINGS tlO.980 

NET SAVINGS PER PATIENT $10,980/11- $ 99r8~ 
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MEDmiKIBftACnVEVIKO FACE 5 

DEFINITIONS 



CONSULTING PHYSICIAN CHARGE - This wis developed from the charges that the 
eonsnlting physkum would have charged for the services, if soch charges had been 
GAirgeabie. 

TECHNICAL CHARGE. - The actual technical cost of the system is very high due to 
die limited phone service into die Alpine, Texas area. The transmission requires a 
dedicatedt leased Tl line. 



TIk eost data was developed hy Steve Gn^pe of MEDNET. 



Phone Line per month $5,019 

X 12 



AnnoalCost $60,228 

Aamial usage 12fi 

Costperuse ^502 
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MEDNET INTERACnVE VIDEO 



PAGE 6 



SOCIAL ISSUES 



The nature of our study was to develop quantitative answers. However, we would be 
remiss if we did not mention several of the non quantitative (social) issues. The 
following issues were noted, but were not quantified. 



• Access to Health Care 



The distance between Alpine, Texas and die closest 
tertiary care center is 150 miles, lliis distance 
causes many people to ignore their medical needs 
due to the inconvenience and cost of trsvd. Tins 
distance will cause people to skip surgical follow- 
ups, as well as ignore early symptoms of serious 
illnesses. The early detection and proper treatment 
are essential to reduce long tenn health care cost 



• Malpractice Cost 



Many physicians are inclined to transfer patients 
when the scope of the patient's ilhiess exceeds die 
expertise of the physician. This form of protective 
medicine may cause patients who could have been 
treated by the rural physician to be reftsrred to 
tertiary care centers. We did not observe any 
specific cases where this had occurred, since 
MEDNET is available at die facility. The 
inclination to transfer at the first indication of 
complications also results from the physician's 
inherent responsibility to do what is best for die 
patient The use of MEDNET allows die rural 
physician to have the expertise available to 
detennine which patients need tertiary levels of 



• Patient Confidence. 



The abili^ of the patient to have experts available 
naturally increases die confidence of the patient in 
their primary physician. This will prevent die 
patient's self refenral to tertiary care, which has 
resulted in decreased utilization in many mral 
hospitals. 
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MEDNET INTERACTIVE VIDEO PAGE 7 



• Rural Hospiuls Stability The MEDNET program will allow many rural 

hospitals that have sofTered from out-migration of 
patients, to retain these patienu in the future. This 
may help participating facilities stay open. When 
communities such as Alpine lose their hospital, 
their physidans usually leave, which further denies 
access to medical care. 

• Quality of Health Care The MEDNET system should result m better 

quality health care because of direct and timely 
access to medical specialists. 
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DURBIN & COMPANY 

CeniftedPuUici 



tTMlStkSBML IOOCoagn«.Swlt930A 

LiMeck.T(KM7»401 AMfla.T«M7»701 

<|0<)747.M92 (S12)47M177 

Ar (Mi) 747-1499 Fax (S 12) 323-3211 



Fdffuary 18, 1992 

Ted Haitmtn, MD. 

Executive Director, Texas Tech MEDNET 

Texas Tech University Health Sciences Center 

3601 4tii Street 

Lubbock, Texas 79430 



Dear Dr. Hartman: 

We have coix^>iled die accoixq>anying projected health care cost comparison of 
selected patients who have utilized die MEDNET Interactive Video program in 
accordance widi standards established by the American Institute of Certified Public 
Accountants. The accompanying projections and report were prepared for analysis 
puxposes of die MEDNET program. 

A compilation is limited to presenting in the form of a projection information that is 
die representation of management and does not include evaluation of die si^yport for the 
assumptions underlying the projection. We have not examined die projection, and 
accorduigly, do not express an opinion or any odier form of assurance on the 
accompanying statements or assumptions. Furthermore, diere will usually be differences 
between the projected and actual results, because events and circumstances frequentiy do 
not occur as expected, and those differences may be material. We have no responsibility 
to i^date this r^ort for events and circumstances occurring after the date of this report 

The accompanying historical infomsation used in the projections was patient data 
collected from ^e participating physicians and ho^tal records from Big Bend Memorial 
Hospital. The urban equivalency dau wu based on current reimbursement rates from 
Texas Tech University Health Sdences Center. This dau was not audited or reviewed 
for accuracy, and we do not express an opinion or any other form of assurance on such 
information. 



Durbin ft Company / 
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MEDNETlKmACnVEVIDB) FACE 9 

SUMMARY OF PROJECTIONS 

(heraO Approach 

Hie ccxnpvitOB of heMk care cost was developed by comparing die cost of diese 
p to c e dui e t as p c rf onnedbyiigngMEDNET and die cost which most likely would have 
been charged had MEDNET not been available. In developing die hypodiedcal non- 
MEDNET cost, we assomed diat the patient would have been treated in a teitiaiy urban 
healdi care ftdlity. There are several different providers, vrfiose costs have been 
s^arateiy analyzed. These costs are die physician and the ho^ital con^onents, and the 
anibalance transfer costs diat have been prevented. The following summarizes die 
devdopoc flt of cost comparison data. 

PfysidoH Componeni 

The development of the hypodietical cost was based on the urban physician per fo r m ing 
coo^arable services as diose services that were actually p er fo rmed. The physician 
duDges were based on die Medicare allowable diarges for Medicare patients in effect 
prior to January 1, 1992. This qiproach would be conservative, smce many of die testt 
performed in die rural setting were perfoimed before die patient was examined via 
MEDNET. In all probability die patient would have had tfiose tests repeated in an urban 
letting; dius die difference between die cost of die services widi and witfiout MEDNET 
does not measure the incremental cost, but radier measures die cost variance as if die 
sural facility had not im'tially treated die patient This q»proach would therefore be 
considered very conservative. 

Hospital Componeni 

The inpatient ho^tal cost was based on die DRG payment rates for a Texas rural facility 
and an Odessa urban ftdlity. We assumed a DRG weight of 1.00 for all patients. The 
ou^adent costs have been compared where possible. 

Ambulance Component 

The ambulance rates were based on customary median rates as provided by Medicare 
disclosure reports. The base rate for basic life si^port service was $123.00, and die 
loaded per-mile rate was $3.00. We did not assume any cost for disposable supplies, or 
odier chargeable services. We used 150 imles as die distance from Alpine to Odessa (die 
closest urban tertiary provider). Thus die ambulance charge was $573.00. 
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MEDNETIKrERACnVE VIDEO 



PAGE 13 



PATIENT DESCRIPTIONS 

The attached sheets list the detafls of eadi of the cases examined. The following will 
verbalize the results of &e comparison of treating the patienu in the rural setting 
utilizing MEDNET. Note that in every instance, the quality of care to the patient was 
improved and resulted in lister care. 

Patient A The patient was diagnosed with cancer in die finger nail 

and &e finger had to be axnputated. Via consultation, the 
operation was perfonned locally. 

Result • Outpatient travel was prevented for surgical as well as 

follow-^ visits. The normally lower charges of a rural 
fiidlity reduced cost The *Tamily Practice** charge is less 
than that of a ^ecialisL 

• Cost savings of $753.00. 



Patient B 



Results 



The patient was suffering congestive heart failure due to a 
drug reaction to Capoten. The consultation resulted in a 
change of medication which improved the patient This 
prevented possible transfer of the patient 

• Ambulance transfer was prevented. 

• Possible prevention of unnecessary services due to faster 
re^[>onse m treatment 

• Cost uvings of $2,984.00. 



Patient C 



Result 



The 90 year old patient had fractured her hip. The patient 
was suffering from dementia. The consultation dealt with 
medical and educal questions regarding Aether surgery, 
traction, or no treatment would be appropriate. The result 
of the consultation was that the operation would not enable 
die patient to remain ambulatory, but would reduce die 
pain that die patient was suffering. The patient was 
transferred. 

• Determination of the most appropriate care, before transfer. 

• No change in cost of care. 
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MEDNETINTERACnVE VIDEO 



FAGE 14 



Pitient D The patient had a possible myocardial infarction. The 

consultation resulted in medication being administered 
locally, and prescribed further outpatient treatment 

Result • Prevented ambulance truisfer. 

• Cost savings of Sl»789.00. 



Patient E Emergency neonatal care» with possible pneumonia. Iii£mt 

was suffering from acidotic condition. Tnmsfer of die 
babytoanNICU. 

Results • Detenninationofi^propriate level of care. 

• Expedited a transfer of patient 

• No change in the cost of care. 



Patient F 



Result 



Patient was suffering from pneumonia with possible 
tuberculosis whose family was very anxious to tnmsfer the 
patient for "better treatment in a larger hospital". For &e 
consultation, Ae family was included and it was 
determined &e patient could be i^propriately treated, 
locally. 

• Prevented ambulance transfer. 

• Prevented unnecessary transfer that Ae frmily had 
requested. 

• Cost savings of $2,586.00. 
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Patient G 



Results 



The patient was an alcoholic suffering from bleeding 
esophageal varices. The consultation dealt with short Xi^rm 
as well as long tenn treatment of the condition as weil as~A 
addressing the cause (alcoholism). i -^ -)/ 



Prevente4«flphriiitMi^nnsfer. 



-^^.^aSA^gs^o^iff^.'^^"^ ^^ 

^ 

Patient H Baby wi^ bretthitug^ proUpns. Consultation revealed 

imtnaranf vadhflEau inftnt^m transferred and later esq^iired. 

Rcsulte iniHnq«:K5ftcy«tedc»QM8fe)L*aMjarfw«Wpc»^ through 
i9propria|9^ ^f^^^ i|ie required level of care. 

in^mgol^vDU fsi^ao/loiibd loi InnuoJ 

Patient I Ciprobacter empyema, required chest tube and ruled out 

bronchosc«pft.oioif>d 

BtfiihSfmnduf^ ifn^ittoVoil^ taoMaha^tfiksi&t ,noi}£v^s?.no'J oauoH 

• Allowed patfidUtitB be treated at a "Swing Bed" facility 
nAeil&ahgidMnikpM^SItdOtd Nursing Facility. 



savm 



^jnSi'A-h s/fnd ^«uoH rfiioWf^nuJ 



Patient J Newborn hfi4.i ITifftud cyst 

Result • Prevented long trip to Odessa for diagnosis and treatment 

by specialist. 

• No change in cost of care. 



IVI I I I L I ■ 

Patient K 
Result 



8 month old infant Rash of unknown origin. 

• Prevented long trip to Odessa for diagnosis and treatment 
by ^ecialist 

• No change in cost of care. 



59-720 0-92 
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COUNCIL FOR EDUCATIONAL DEVELOPMENT AND RESEARCH 



(3 



Testimony on 

The Revitalization of Health and Education 
in Rural America Act of 1992 



Dr. David Foster 

Senior Technology Associate 

Southwest Educational Development 

Laboratory 

on behalf of the 

Council for Educational Development 

and Research 

before tiie 

House Conservation, Credit, and Rural Development Subcommittee 

of the 
Committee on Agriculture 

Room 1300 
Longworth House Office Building 

June 2, 1992 
10:00 a.in. 
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I am D^^r<2»t^6^di0i^Tfaddki^ig$r'A69te the^[Scait|we8&r{T 

laboratories «MfdiirtU909^itiisinb^ 

education research and development infrastructure. 

Our job ^Mcriidpop^c^niakers'.teihcdTO 

th^lk^t Ji^fieaiMtilcmiidfiiiekjpmepciL^^^soii^ $dJ?£ksmK»vni 

sdmwl^^ttfltilltf^a«^tt]ifBi:feSv«^^ semQe(ptp¥i^^ tosi^oiq 

ne!ed^/|tfnHJ»at«dlC*l»picrn oi Yn{id6qr.D Isbfibaa e sverl jon ob '(iqrm?. 

./I wo lisrfj 
We believe that advanced interactive telecommunications are vital to 
e^^$^Mmf^etMt4Xsel<iaUi:^^ tk^^Bcocxx^uc^siityia^Dftiasd 

Arrt^a<«gk^ 2i ,9iqm6xe> lo'l .jifftorlfiWO .yJnuoD irivfe^ ni loorLvi rigid 9rfT 
nsiio bn£ M^rn in >loob'o ijO:Oi oj ^fiimom arii ni Aooh'o 00:d moii 9D6{q 
For ^(^Y^^]f>;i^^ {[tea8d&it($)h;|^x{h^t^pil^^ 
the '1(9«iflSilKAte^^6f^eakfyafa^^ 

oi insmqolsvob iBnobt^sio-iq bns llfijs o1 gninreil DDiviseni obivoiq 
Q^lte^MflQ&3lf(tea^^tt«i)iie^tBtri<efc^^ 
Economic Development Act of 1990. That liill)aarteiiBief^lifetancd bns 
Learning and Medical Link Grant Program." We appreciate your help 

ig^efe&ffg^g^to^rtjaitti^^ aiorio&oi 

advQfifc^^f^i^^tt^o^^i^ki^ttniT iai^e4«cilk)n)£iuiIheakfa{^eaMiiiB- 
nications in the United States (Sitf^SSi noijEDinuiTimoDolst evh^Bisirii 

ifiisfaa^ ^niAnhfi?. \o ^srnij 'jajrLl nl .9vi8n9qx'j ^i6 2:^10 wisn sssriJ .iuS 

Yflui 3d ?j4iowi9n -.^aortl )o Jfibnatoq adt iis/ii IfiDrtm ai ii .giBlIob 

bsDfifivbs nedw ifidi bnummoosi 9w .nfi/niiedD /iM .baximixem 

gloodD^ ,?.ifiUob [iST9bsi dJiv-/ slood^e oi bsbivoiq ois finodsoniijmmoDelsi 

Jfidj ,81 jfidj ;yiirri;rrirno:> 9ii}a9 odj oi 2901^/13^ liorfj qu q9j^ oi boiiupoi ad 

2noii6Dinunirrio'j9loT c-.i-i^buje [sriortibBTj lurb rifidi sioni o^ma V9dj 

Ibiui 9dj ni 9i6bnBiTi no'rh.jub'^ vagiBl B [liifni 0I ioodj? IgdoI 9dj awoIlB 

•Vlinum/noD 
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There is plenty of evidence that rural schools that have access to 
interactive telecommtinications become multipurpose community centers. 
Such projects as the Panhandle Share-Ed Video Network (FSVN) in 
Oklahoma have demonstrated the tremendous benefits interactive 
telecommtmications offier education and rural communities. 

Gene South, Executive Vice President of the Panhandle Tel^hone 
Cooperative, points out that investments in rural education are 
investments in rural economic development and rural survival. This 
program was a pioneer in the southwestern region. But tmless ttiere is 
outside help, there will not be many more like it. Rural communities 
simply do not have the financial capability to make this investment on 
their own. 

PSVN links eleven (soon to be twelve) higjh schools and one university. 
The higlh school in Beaver Coimty, Oklahoma, for example, is a busy 
place ^om 6:00 o'clock in the morning to 10:00 o'clock at night and often 
later. Its telecommtmications facility provides services to tt\e whole 
commtmity. Not only do schools on the PSVN network share scarce 
teacher resources to meet state mandated curriculiun offerings, they 
provide inservice traiiung to staff and professional development to 
commxmity members. This saves time and thousaxuis of miles of travel to 
and firom distant tmiversities. 

This network provides college courses to advanced high school students, 
teachers seeking further degrees, and commxmity members completing 
college degrees. Moreover, networks such as these can be used to update 
the traiiung of medical emergency personnel, law enforcement officers, 
and fire filters. In fact, all aspects of rural life can be enhanced via 
interactive telecommimication networks. 

But, these networks are expensive. In these times of shrinking federal 
dollars, it is critical that the potential of these networks be fully 
maximized. Mr. Chairman, we recommend that when advanced 
telecommtmications are provided to schools with federal dollars, schools 
be required to step up their services to the entire commtmity; that is, diat 
they serve more tiian their traditional students. Telecommunications 
allows the local school to fulfill a larger education mandate in the rural 
commtmity. 
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In most rural commtinities schools and medical facilities are the largest 
taxpayer investment in service infrastructures. Rural communities* 
needs are complex and go way beyond health and education. Advanced 
telecommunication provides opportunities to utilize existing facilities to 
provide solutions to a broad spectrum of rural problems.. 

In our work, we have learned that rural school improvement should be 
combined witii coixq>rehensive economic development policies. 
Otiierwise, improving schools in isolation can just end up helping speed 
the migration of our rural talent to the cities, especially if th^ are no 
jobs in the rural commtmities for an educated workforce. 

Mr. Qudrman, telecommimications have the potential for transforming 
the way education is delivered in schools. They offer impressive new 
ways to bring quality educational experiences to students. For die few 
minutes that I have left, I would like to turn to the issue of what 
telecommimications could do to improve education in rural commxmities 
and what must be done to make telecommimications affordable for 
_ schools. 

To participate adequately in the Information Age, schools will need a 
massive investment in communications and on-premise educational 
technologies. The nation needs a vision of teaching and learning that 
recognizes that students must be active learners, using the most current 
information to pursue both individualized and collaborative learning 
projects. 

Both students and teachers must have access to a vast array of 
information resources, and the tools needed to effectively use those 
resources. Telecommunications and educational technologies represent a 
powerful means of making such resources available. 
Telecommunications can equalize the opportunities of students in poor 
rural communities with the rich offerings possible in wealthy suburban 
schools. 
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Digitized by 



Google 



ielecoiBtiflnlG^dtoSaiKtoJin^^ Jtvefll is>>hb 

little <ni]^(fii28(n)dbaBlkxiA^^ gplsesruiMit'ageciQtes^oop^ 

to aid educators in selecting and using telecoinmimications.syslf9!)n$* / i n D od? 
There are few standards upon which to rely in purchasing, leasing, and 
using tipfanMogylcbiiipgmegrtiliivfti lo^ uoy yxrisni I yfiih'gf. 'nni-j nh'Tnu^iiZ^ il/ 
yi9V srb no eiiBmsi luo oi nslail oi emi1 grtbiiil Tc't ^irjiiLrr-jr . r>:i:j- - r;„ hnr, 
Thotg(vfiqHi|Wi«rtJQffl#s^(»^ > ^ li^ 

schools will be able to afford equipment, most will nQt/faeiQjbteiOi^ar4/ >q ori 
access or transport charges. Traditional phce structures based on 
bandwidth are imaffordable for public schools. Poor ru^^l^^^chpols , , , , 
cannot afford the line costs if they are billed for broadband services at 
current rates. Much of the equipment already in place requires 
tremendous bandwidth. For example, PSVN schools are using the 
eqmvalent of 2016 telephone voice circuits. 

Mr. Qiairman, in addition to the grant and loan program your bill 
provides, the state plan in your bill could provide the impetus for much 
needed regulatory relief for utilities serving rural schools and hospitals. 

This bill can plant the seeds of a revival in the quality of life for rural 
communities. But for those seeds to spread, these systems will need to be 
nurtured and the lessons learned captured and disseminated to all of 
rural America. 

Regional educational laboratories have a long history of working with 
rural schools and responding to their needs with research based 
information on innovative programs, good teaching practice, and 
leadership. Labs also have a history of bringing diverse groups together 
to attack some of education's most intractable problems. 

A primary function of the regional educational laboratories is to expand 
the value of the lessons learned in demonstration projects such as the one 
in the Oklahoma panhandle and the the ones funded by this bill. They do 
this by nationwide dissemination and by providing technical assistance to 
others who wish to try new innovations. 
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For your information, I have attached to this testimony the summary of a 
report produced by one of our sister laboratories and The Aspen Listitute 
tided "Defining Education's Role in Telecommunications Policy." This 
report details what need to be done to improve education technology in 
the United States. 

Mr. Chairman, once again, I thank you for inviting me and I thank you 
and the subcommittee for taking time to listen to our remarks on tiie very 
fine work you have already done. If we can be of any further assistance I 
hope you will call on me. 

(Attachments follow:) 
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5. Citncnt Uw and ngnkitionft appear to have a negative impact 
on the capacitor of vendon of teiecommunicationa and 
educational technology products and services to provide the 
kinds of ser vi c es and products needed by schools, and at 
costs which schools can afford. Cunrent regulatory issues are 
complex; while op ini on s differ as to the appropriateness of 
current regulations, it is apparent that such regulations are 
having a n eg a t iv e influence on the capacity or willingness of 
vendors to deal with the needs of the education commiinity. 
The issue is made complex because regulations originate in a 
variety of places in national and state government often 
without benefit of coordination across originating agencies. 

6. Discussion about applications of telecommimications and 
educational technology in schools seems to fall into three 
related but distinct subgroups: 1) national and international 
electronic highway systems, 2) ''last mile''' technology, 
which permits infcnmatian resources flowing on the national 
electronic highways to be pulled into individual classrooms, 
and 3) technology sjrstems that will permit effective usage of 
infonnation resources once they are in the dassroom. Much 
of the discussion at this meeting focused on the first two of 
these subtopics: the creation and i2se of national and 
international electronic highways and the "last mile" 
phenomenon. It is of little significance to schools to have 
electronic highways passing xiea£ the classroom if there are no 
usable "off-ramps'' into the local classroom. Considerable 
discussion ensued as to how these issues might be addressed. 

7. Cost factors are central to any discussion of classroom 
applications of telecoomumications technologies. Most 
existing classrooms do not even have telephone lines. 
Substantial costs will be involved in bringing schools to the 
point where they can i2se any of the telecommunications 
technologies now being developed. A massive investment in 
technology will be needed if America's classrooms are to 
participate in widespread uses of telecommunications and 
educational technologies. 

8. TelecoDununications policies and systems ^ould be influenced 
by how schools wiU use such technologies in the classroom. 
That is, there must be a vision of the nature of teaching and 
learning to guide the development of telecommunications 
systems for educatioiL The vision of teaching and learning 
articulated in the meeting, and in Cooler's paper, was one of 
classrooms very different from those found in most schools 
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rV. General Recommendations for Action 



During one of the sessions, participants identified actions or 
activities they believed should be undertaken to promote the 
involvement of education in setting telecommunications policy, and 
which would result in policy that would enhance the capacity of the 
education system to use telecommimications to benefit teaching and 
learning. 

The actions or activities suggested by participants fall into four 
categories. Fust participants defixted some general princtpies 
which underlie their vision of a model relationship between 
education's goals and telecommimications policy. Next, 
psuticipants targeted xecommendations for action to the 
educational community, coUabontive piDJeds or agencies; and 
federal and state governments. As time did not permit lengthy 
exploration of each recommendation, we include the . 
xecommendations as a list of options presented by the group and 
not necessarily as a rnn<i»n<ii<s statement derived from the substance 
of the meeting. 

It is interesting to note that prior to the meeting, Charles Firestone 
of The Aspen Institute drafted some principles for the involvement 
of the education commimity in debate and formulation of 
telecommunications policy. His principles, which were not actually 
circulated at the meeting, can be found in Attachment C The 
principles provide not only a broad framework for the actions 
participants proposed, but also mirror many of the issues brought 
out at the meeting. 

General Principles 1. Expand Visions of Education. Decisions about the structure of 

and Goals technology systems should reflect an integrated, 

forward-looking vision of teaching and learning, fieaturing 
students as active participants in learning and teacheis as 
facilitators for learning. Hie technology system should 
promote education's goals, such as providing for pre-school 
readiness, rural kids, kids with learning disabilities, and kids 
who are hard to motivate. The system should vasUy expand 
the bodies of knowledge learners and teachers can tap in ta 
And the technology sjrstem should facilitate lifelong learning, 
and the creation of proactive learning environments. 

Z Design Telecommunications Systems to Serve Educational 
Goals. Telecommunications should serve the goals of 



P»ge9 



59-720 0-92-6 



Digitized by 



Google 



138 



education not the reverie. The prindpie requires that 
educationai communities determine how tdecommunicatians 
fits into teaching and learning processes and learning 
environments and then actively design systems to support this 
proactive approach. 

3. Assure Equitable Access and Utilization. Equal access to 
telecommunications systems and processes for all students is a 
basic pnnciple that must be stressed in any 
telecommunicatians policy or plan. The gap between the rich 
and poor, the haves and have-nots, must not widen with 
respect to access to telecommunications systems and the 
infoxmation they cany. Indeed, the existing gaps should be 
reduced through the design and implementation of 
telecommunications systems in education. 

4. Encourage Education's Participation in Telecommunications 
Policy Decisions. Educators should become involved in the 
larger teleconmiunications policy issues, such as deregulatioa 
costs, licensing/ compatibility of hardware and software, etc 
Educational bodies need to define where their interests lie and 
then act to protect those interests. 

Recommendations 5. Add a New Goal for America 2000. An additional national 

to Educators goal, to enhance the quality of education through the sound 

applications of telecommunications technologies, should be 
added to the list of goals for Amczica.2QQQ. (Note: There was 
a notable lack of consensus on this point; however, since the 
specific recommendation was, in fact, made by some members 
of the group, it is included in this Report] 

6. Improve and Expand Teacher and Administiator Training to 
Use Telecommunications Technologies Effectively. 
Educational institutions must improve programs fbr the 
preparation of teachers and administrators to utilize 
telecommunications technology systems effectively for 
teaching and learning. 

7. Enhance Public Awareness. The educational community must 
help the public (e.g., community members, legislators, 
administrators) become more aware of the need for and uses 
of telecommunications systems in education in order to gain 
public support for initiatives involving telecommunications in 
education. To start, the education conmumity should 
document and communicate to the conmumity at large the 
needs and goals that teleconmumications could help to solve. 
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8. Create User Support Sjrsttms. A strong system of support must 
be developed to stimuiafce the creation and maintenance of a 
telecommunications-based electronic infrastmcture. For 
example users must have ready access to training opportunities 
or people to contact when questions arise At the very least 
educational users should have effective and efficient means of 
knowing what is available and possible through such a system, 
through an easily-used catalog of some type. 

Recommendations 9. Establish Standards. Policymakers should establish hardware 

for CoUeborative and software standards to ensure that schools and other 

P ro je ct s and educational institutions purchase technology systems that will 

Agencies be compatible with the broader telecommunications 

infrastmcture. For example Internet and NREN standards for 
network protocol should be agreed on and adopted 
immediately. It is also crucial that such standards remain 
sufficiently broad to accommodate an array of new 
telecommunications technologies, such as compressed video. 
Establishing such standards will require cooperation among 
many sectors, such as poUcymakers, educators, and vendors. 

10. Form a Hnancial Task Foice. Educators, policymakers, and 
vendors should form a task force to explore the financial side 
of telecommunications usage in the schools: What is 
necessary to assure the Anandal feasibility of a 
telecommunications and educational technology 
infrastructure for schools? The group should also investigate 
the needs, processes, and public policy issues associated with 
providing subsidies for educational uses of 
telecommunications. 

11. Promote Continuing Evaluation of Technology's Impacts. 
Research and development should continue in order to 
improve our understanding of how telecommunications and 
educational technologies affect educational environments, 
processes, and outcomes Collaborative efforts to study the 
short- and long-term effects of using telecommunications 
systems in educational environments would be beneficial to 
all sectors. 

12. Protect and Promote Policy Interests. The telecommunications 
and education communities should identify "pressure points'' 
within federal and state govenunents and should mobilize 
appropriate groups and individuals to apply pressure to 
advance the cause of telecommunications applications in 
educatioa 
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13. Promote Corpontc Support. The Secretary of Education 
should engage chief executive officers in 
telecommunications-oriented corporations (e.g.. Regional Bell 
Operating Companies, cable systems, computer 
manufacturers) to discuss the uses of telecommunications and 
educational technologies in education and how such 
corporations might participate in programs to expand and 
improve usage. 



Recommendations 
to Federal and State 
Governments 



Federal Responsibilities 

14. Issue Mandates to all Telecommunications Policy Agencies. 

Appropriate offices and agencies within the federal 
government should provide a mandate to all agencies that are 
establishing telecommimications poUdes that such policies 
should promote access by teachers and students to diverse 
information sources through telecommunications facilities and 



15. Issue Mandates to all Educational Agendes. Officials at the 
highest level of government should require all educational 
agencies to evaluate their roles in promoting 
telecommunications and educati(»ial technology systems and 
strategies in education. 

16. ImproveTelecommunications Policy Regarding Service 
Providers' Limitations. High levd officials in federal agencies 
should argue through the establishment of appropriate policy, 
that tdecommimications service providers should not be 
unduly constrained from providing desired or needed services 
to educators. 



Federal and State 17. Provide Funding for Research and Development. Federal and 

Responsibilities state government agencies should fund projects that 

demonstrate efiiective uses of tdecoixununications in 
education, ensure appropriate evaluation, and disseminate 
results as appropriate. 

18. Improve Interactions Among Government Agendes. To 

bridge the current lack of adequate cooununicatian among 
federal and state agendes, as well as among states, aggressive 
steps should be taken to ixKrease and improve interactions 
among federal and state bodies with respect to successful 
leadership and applications of telecommunications in 
educatioiL 
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19. Subsidize Education's Use of Telecommunications. 
Educational use of telecommunications should be subsidized 
by federal and state governments to assure equity of access to 
all available telecommunications series. Support also should 
be provided to develop high quality programming and 
materials and to help educators create and receive appropriate 
training to use telecommunications systems. 

20. Resolve Accreditation and Certification Discrepancies. At 
present, the varying accreditation and certification 
requirements in different states present baiiiers to certain uses 
of telecommunications systems, such as distance-Ieaming 
programs carried across and within state lines. State 
departments of education should work with federal agencies 
to eliminate these barriers. 
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Natkmal Rural Electric 
Cooperative Association 



sAvenne.N.W. 
I, D.C 20)36-1883 
Tek|ilMne:(2O2)8S7-9S00 



Testimony of 

BobBcrgUiid 

Encnti¥e Vkse PrasidcBt 

Natfonal Rural Electric Cooperative Aseodatioii 

before 

The United States House of Representatives 

Committee on Agriculture 

Subconmiittee on Conservation, Credit and Rural Development 

Honorable Gknii English, Chainnan 

Regarding HJL 5237, To Amend the Rnral Electrification Act of 1936 

June 2, 1992 

Eiecntive Summaiy: NRECA member systems offer our fiill support for provisions as 
they relate to improving electric service in rural areas, specifically for: 

Lien Accommodation - In order to obtain capital at reasonable rates, it is necessary 
that REA agree to provide lenders with an accommodation of its lien on the property of 
the borrower. The proposed Lien Acconamodation section of the legislation would 
require the REA Administrator to grant a borrower's lien accommodation request for a 
loan from a private lender, if the loan is for the purpose of providing electric or 
telephone service and meets the criteria set forth in the bill language. If this bill 
becomes law, the Administrator will be required to grant the private lender a lien 
accommodation on an equal and pro rata basis unless the Administrator determines that 
the borrower will be unable to repay its Government loans and guarantees. We support 
legislation to require the REA Administrator to revise REA policies to enable private 
lenders to obtain marketable security interests for their loans by providing adequate lien 
accommodations. 

Loan Prepayment - Section 3 of the bill would allow electric borrowers to prepay their 
REA loans at their current economic value based on the current cost of money to the 
federal government Systems prepaying REA loans would be ineligible to obtain REA 
insured loans for five years. 

We support the lien accommodation provision and the loan prepayment provision, both 
of which are revenue neutral and bear no cost to the federal government. 
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Nfr. Chairman and distinguished Members of the Committee: 

My name is Bob Bergland. I am executive vice president of the National Rural Electric 
Cooperative Association (NRECA), the national service organization of the nation's 
1,000 nonprofit, consumer-owned rural electric systems, which provide electric service to 
more than 25 million rural Americans in 46 states. 

I appreciate the opportunity you afford this morning to provide our views on H.R. 5237, 
legislation to amend the Rural Electrification Act of 1936 to improve the provision of 
electric and telephone service in rural areas. On behalf of the rural electric cooperative 
systems, my remarks will, of course, focus on the electric provisions in the legislation. 

First, I would like to commend the Chairman and this Subcommittee for your ongoing 
concern and interest in the operations of the REA programs. This continuing high 
regard imparted upon the REA program by the Congress and its leaders has been 
particular}^ crucial during these periods when the Administrations in office sought to 
phase out the program. The need for federal assistance to supply electricity to rural 
areas is as great today as it was when the program first came into existence. In most 
areas electric rates are too high relative to the economic conditions of their surrounding 
communities. Therefore, we need to find ways to improve the deliveiy of the program's 
services by reducing the red tape that impedes these efforts. Many REA borrowers are 
frustrated by the costly delays and excess paperwork now existing at REA. 

REA continues to serve as the major source of loans and loan guarantees for rural 
electric distribution and generation and transmission systems. While the amounts of both 
REA electric insured loans and REA loan guarantees are substantially less today than 
during the early 1980s, these REA financing programs continue to be essential fimding 
mechanisms. REA electric insured loans provide an essential source of capital to assist 
in holding down electric rates to rural consumers. REA guaranteed Federal Finandng 
Bank (FFB) loans provide capital at the government's cost of money plus 1/8 of one 
percent. Without these guarantees it is doubtful that generation and transmissicm 
cooperatives could obtain capital at any reasonable cost. 

It is the energy policy of the U.S. government to provide federal financing assistance to 
all sectors of the electric utility industry, either through, the U.S. Internal Revenue Code 
or the REA. We sincerely appreciate the recognition and continuance of the federal 
government support. 

Currently at REA, there is a backlog of $737 million in insured loan applications, 
resulting in a waiting period of up to two years for approval of a loan. Despite the fact 
that insured loan levels have declined substantially in the past ten years, and that fliere is 
a smaller pool of loan funds for the REA Administrator to manage, there has been no 
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correlatiiig e£fort to accelerate the process for approving the pending loan applications 
on a more timely basis. In fact, an annual loan fund survey conducted by NI^CA 
reveals that the demand for insured loans will rise next year by 18 percent 

Secondly, time and again the Congress has demonstrated its ongoing support for meeting 
the financing needs for the electric distribution and generation cooperatives, and its 
strong support for a continuation of the REA guaranteed loan program. Despite this 
legislative support, the administration, through the REA Administrator has accomplished 
administratively what they could not do legislatively ~ they have kept the REA 
guaranteed loan program from operating by refushig to allow borrowers to draw down 
loan funds on approved loans. 

The results are that REA's lending programs are in severe dagger of being effectively 
shut down by its credit policies. 

In an effort to seek remedies to these concerns, NRECA inaugurated the Cooperative 
Finance Study Committee, a committee of the NRECA Board of Directors. Last year 
the Cooperative Finance Study Committee conducted a major review of current 
financing, possible changes and financing options, concluding that improvements are 
necessary, both legislatively and administratively, to make the program work as the 
Congress has intended. 

The Cooperative Finance Study Committee, through several subcommittees, is continuing 
to study possible administrative solutions to improve the mortgage, the processing and 
amount of paperwork required for loan approval, and the standards required by REA 
that have been effective in reducing the costs of construction. 

Most of the legislative remedies recommended by the Study Committee are embodied 
within H.R. 5237, and Nfr. Chairman, we would offer our full support for these provisions 
as they relate to improving electric service in rural areas, and offer our corresponding 
thoughts, as follows: 

■ Lien Accommodation - In order to obtain capital at reasonable rates, it is 

necessaiy that REA agree to provide lenders wiUi an accommodation of its lien on 

the property of the borrower. The proposed Lien Accommodation section of the 

legislation would require the REA Administrator to grant a borrower's lien 

accommodation request for a loan from a private lender, if the loan is for the 

purpose of providing electric or telephone service and meets the criteria set forth 

in the bill language. The Administrator will have 90 days to notify the borrower 

of the decision and may not require a compensating benefit to the Government as 

a condition for approving the lien accommodation request If this bill becomes 

law, the Administrator will be required to grant the private lender a lien 

accommodation on an equal and pro rata basis unless the Administrator 

determines that the borrower will be unable to repay its Government loans and guarantees. 
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An NRECA membenhip reiohitkin states, "We support legislatkn to require the 
REA Administrator to revise REA poUdes to enable private lenders to obtain 
maitetable security interests for their loans by providing adequate hen 
accommodations." 

■ Loan Prepayment - Section 3 of the biU would aDow electric borro wers to 
prepay their REA loans at their current economic value based on the current cost 
of money to the federal government Systems prepaying REA loans would be 
ineligible to obtain REA insured loans for five years. 

Both the lien accommodation provision and the loan prepayment provision are revenue 
neutral; they have no cost to the federal government 

Nfr. Chairman and Members of the Committee, we appreciate your continuing interest in 
the Rural Electrification Administration and the recognition of REA's electric and 
telephone programs as essential components to the future viability of rural America. 

I would be happy to answer any questions. 



\ 
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Hr. Chairman and menbers of thtt siibcQVBltt««, th« Itatlonal 
Rural Telecom Aasociatlon (NRTA) ^ the National T«lsphoit* Coopera- 
tive AsBociation <NTGA) , the Organisation for the Protection and 
Advancement of Small Telephone Companies (OPASTCO) and the United 
States Telephone Association (USTA) present this teatimony on 
behalf of the Rural Electrification Administration (REAJ tele- 
phone borrowers they represent. The great majority of telephone 
systems which have received R£A financing are members of one or 
more of these telephone associations* We congratulate you Mr. 
Chairman on the leadership role you have taken in supporting an 
effective RE A program and enhancing meaningful rural development. 
This leadership has once again been demonstrated by you and your 
co-sponsors in the introduction of H.R. 5237 and H.R. 52 3S* 

The telecomnunicatlons provisions of H.R. 5237 will result 
in enhancements to the rural telecommunlcationa infrastructure, 
facilitate obtaining private capital by R£A borrowers for a wide 
variety of purposes, inclyding purposes not included under the 
Rural Electrification Act (Act) , remove Act section 412 restric- 
tion on certain borrowers receiving insured loans which impedes 
full utilization of Congressional ly established minlftum lending 
authority and preserve the original statutory mission of the 
Rural Telephone Bank {RTB, or the bank) as a stable financing 
source. H.R. 523B, which establishes within REA a grant program 
to assist qualified state health and education consortia obtain 
access to interactive telecommunications technology, will speed 
the modernization of the rural telecommunications infrastructure. 
Mr. Chairman, the provisions of these bills which affect the REA 
telephone loan programs will benefit rural Americans and we 
support their enactment. Our co&ments on the specific REA 
telephone loan program provisions of both bills follow. 



H.R. 5237, TBI mRUSAL ILICTRZVZCIkTZOV ADHZVZSTSATZOM 
ZMPROVnaMT ACT OV 1992M 



Section 306 of the Act currently provides the Administrator 
with permissive authority to accommodate or subordinate liens or 
mortgages on insured loans for purposes provided in the Act. In 
addition I the telephone program had adopted a lien accommodation 
and subordination regulation at 7 cfr 1744.20 et* seq. providing 
for accommodation and subordination of the government's lien for 
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both Act (1744.30) and non-Act (1744.40) purposes. Dsspits this 
regulation, in effect since 1986, accoiBodations and subordina- 
tions of liens in the telephone program are not routinely grant- 
ed, are difficult to obtain and require inordinate delays in 
processing. 

Sec. 2 of H.R. 5237 would correct these problems and encour- 
age supplemental borrowing from private lenders by mandating an 
expedited review and approval procedure for accomsodationB of 
liens for electric and telephone service and BubordinAtions of 
liens for the purpose of rural development. The Adiainiatrator 
would be required to act on the borrower* a application within 90 
days of receipt. The government *n loan security woyld be pro- 
tected since the Administrator would be authorized to deny the 
request for the accommodation or subordination if he determined 
-that the borrower's ability to repay all outstanding loans will 
not be reasonably adequate and will be adversely affected. 
Consistent with the eicistinq telephone program ragulation, the 
Administrator cannot require a compensating benefit to the 
government in connection with the determination to grant the lien 
accommodation or •ubordination. 

gflc, 4 Ciarification Qt Trgatm^nt q£ Rural T^lwh^nc Miih Credit 

Congress enacted the Federal credit Reform Act of 1990 as 
Title V of P.L. 101-50S, the Omnibus Reconciliation Act of 1990. 
One of the purposes of this legislation is "to place the cost of 
credit programs on a budgetary basis equivalent to other Federal 
spending. *< While this objective may be desirable for moat 
federal agencies^ if the legislation Is applied to the RTB, it 
will cause severe and unintended conseguences due to the unique 
structure and nature of the IrtBtltution, Moreover during 
consideration of credit reform legislation, this committee which 
has jurisdiction over the operations of the RTB was not given the 
opportunity to consider the effects or the impact of credit 
reform on the bank. 

The Rural Telephone 8anJc was created by Congress in 1971 
(P.L. 92-12) as an instrumentality of the United States **to 
furnish assured and viable sources of supplementary financing 
with the objective that said bank will become an entirely pri- 
vately owned, operated, and financed corporation." It is a mixed 
ownership government corporation. The bank is capitalized by 
three classes of stock. At the end of FY 1991, the capital 
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structure of the bank^ vas, as folloirs! 

Class A stock (issusd to ths Govsrmsnt) - $ 592,079,627 

Class B stock (l««usd to borrowsrs) - 397,942,351 

Class C stock (issusd to othsrs) - 13. 393.000 

Total Capital Stock - ^]^.oo3 .414 .^yg 

CongrasA provldsd th« govsrmsnt's initial capital contribu- 
tion in the form of Annual Aubacriptlons of Class A. stock appro- 
priated ov&r a 20 yaar period. Borrowers are required to pur- 
chase Class B stock In the amount of 5% of each loan from the 
bank. Class C stock is Issued and sold at a par value of $1000 
per share to borrowers, corporations and public entitles eligible 
to borrow or to organ! seat Ions controlled by such borrowers » 
corporations and public bodies. Het bank wirglne, after paynent 
of interest to the qov^rnment on the class A stock and other 
expenses, are distributed to borrowers each year as patronage 
refunds in the form of additional Class B stock. 

Under the law, the bank will begin to redeem and retire 
Class A stock as soon as practicable after September 30, 1995 in 
an amount at least equal to the amount of Class B stock sold by 
the telephone bank each year Whenever 51% of the waxiinxm amount 
of Class A stock issued to the government has been fully redeemed 
and retired, the ownership, control and operations of the bank 
will be transferred to the borrowers/ stockholders of the bank 
under procedures currently outlined in the Act. Until conver- 
sion, the bank is an agency of the United States subject to ths 
supervision and direction of the Secretary of Agriculture^ 

The Rural Telephone Bank is a unique federal institution. 
Temporarily it is a '^ federal agency" by statute but one with 
over 45% private ownership as of March 31, 1993 Borrowers and 
others have purchased and, currently own, approximately $500 
million of the bank's outstanding capital. 

Prior to credit reform, the bank had not borrowed from 
Treasury since 1986 to fund advances on loans to borrowers and is 
essentially self-sustaining (JU-Sj^, bank margins and repayments of 
principal and interest on outstanding loans to borrowers exceed 
advances on new loans). As of March 31, 1992, the bank had 
$185,277,409 on deposit in the Treasury of ths United states. 
Annual advances on new loans range from $100-200 million. 

There is still considerable confusion as to ^rtiether, or the 
extent to which, credit reform legislation is applicable to the 
Rural Telephone Bank. The bank is not specifically exempt as are 

sources 20th Annual Report of the Board of Directors of 
the Rural Telephone Bank, Fiscal Year 1991. 
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other specifically nammd organiiations such as tha Tannassaa 
Vallay Authority, Crop Insuranca, Padaral Deposit Insurance 
Corporation and others. Moreover, a division of the Office of 
General Counsel of the Departaent of Agriculture has issued an 
opinion «rtiioh generally concludes that credit reform would be 
applicable to operations of the bank. 

However, the executive branch official responsible for the 
Federal Credit Refors Act, the Director of the Office of Manage- 
sent and Budget has not Issued any written guidelines, regula- 
tions or other criteria to the Rural Telephone BanX, its stock- 
holders, or the public concerning the i&plenentatlon of these 
provisions or their potential li^ct on the bank. 

Three aspects of credit re fore would cause irreparable harm 
to thm. operations of the bank as intended by Congress: 

1) Placing the equity of the bank invested prior to 
FY 1992 into a "liquidating account" would deny 
both existing and future borrowers the benefit of 
the bank's low cost, Isbedded capital structure; 

2) Directing repayaents on all loans made prior to FY 
1992 to the liquidating account would require the 
bank to borrow fron Treasury to fund advances on 
new loans thereby sharply increasing the bank's 
cost of lending; and 

3) Transferring unobligated balances of the bank's 
accounts that are in excess of current needs to 
the general fund of the Treasury would result in a 
unconstitutional taking of private property for 
public use in violation of the Fifth Anendinent to 
the Constitution of the United States. 

An administration witness in a recent hearing before this 
subcommittee predicted that the bank's Interest rates would 
increase by 3 percentage points if credit reform legislation was 
fully applied to the bank's operations. Under the Act, the 
bank's lending rate is based upon Its cost of money. If the 
bank's costs were increased dramatically the bank's interest 
rate would correspondingly escalate Currently the bank funds 
new advances with monies received from margins and repayments on 
outstanding loans. If the bank were deprived of the use of these 
funds and instead required to borrow from Treasury to fund new 
advances, the bank s interest rate would accelerate quickly to 
the Treasury's cost of money. 

For these reasons, we support exemption of the Rural Tele- 
phone Bank from credit reform to prevent unintended consequences 
in the operations of the bank. 
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Section 412 of the Rural Electrification Act of 1936 vas 
«naot*d in 1971 a« part of tha Rural Telephona Bank Act (P.L. 92- 
12 It providaa that a taiaphona loan shall not ba aada undar 
sect ion £01 of the Act to any borrouar having a nat worth in 
excess of 20% of ita aaaata unlaaa the Adminiatrator finds that 
the borrower cannot obtain a loan f roa tha RTB or othar raliabla 
sources at raasonabla rates of interest and taras and conditions. 
Section 201 loans bear intarast at tha rata of 2% but hava not 
baan funded by congress since 1$?2. 

In 1973, Congress created a new insured loan program provid- 
ing for electric and talaphona loans at intarast rates ranging 
fron 2% to 5t . Today, aost insured loans are made at 5t REA 
has interpreted section All to apply to insured telephone loans 
nade under section 305 instead of section 201. Thus the Admin- 
istrator is effectively denying many telephone borrowers access 
to the insured loan program. 

Congress annually establishea a range of lending levels for 
the various REA loan prograiDfi through the appropriations process. 
For insured loans in FY 1992, the range is $239.5 million to $311 
million. Due to the impediment created by REA*s interpretation 
of section 412 they currently estimate that the agency will fail 
to make the minimum level of insured loans set by Congress for FY 
1992 by as much as $50 million dollars. At the aame time, autho- 
rized loan levels for the Rural Telephone BanX will be exhausted 
and the agency will carryover into the next fiscal year a sub- 
stantial backlog in unapproved loan applications. 

In recognition of this growing problem, Congress sought to 
repeal section 412 in the Food Agriculture, conservation and 
Trade Act of 1990 (P.L. 101-624). In fact, the joint House- 
Senate conferees agreed to repeal this provision in that legisla- 
tion but it was retained in the law because of an apparent 
drafting oversight in the final Conference Report which accompa- 
nied the conference agreement. 

Unless Congress repeals section 412, the program will not 
function effectively as intended. 



H.R. 523S, TBI mRIVZTALZIATZOM OF HIALn AMD IDUCATZOV 
ZV RURAL AMBRZCA ACT OF Itta" 

H.R. 5238, the "Revitalization of Health and Education in 
Rural America Act of 1992**, would establish an REA program to 
provide grants to qualified state health and education consortia 
to help them obtain access to interactive telecommunications 
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tdctmology. Th* governor of a participating «tat« vould submit a 
plan to R£A officiala outlining spacific mathoda for upgrading 
tha atata^a talecoaBunicationa natworkii A haaltb or aducation 
conaortiun would than aubtait its plan for upgrading tha natvorK 
to craata additional aceaas to health prograas or inoraasad 
aducationai opportunitias Tba bill includas provisions vhicha 

1) Incraasa tba sisa of rural eottaonitias aligibla to 
participata in tba REA talapbona prograii to 10 000 
from its current statutory limit of 1,500; and 

2) Autboriza a 1 parcant diacount on REA inaurad 
loans to borrowers in states in which the governor 
has anactad a plan to upgrade the rural telecommu- 
nications Infrastructure. Tba bill also provides 
that a borrower from sucb a stata may elect to 
receive an R£A insured loan, avan if it qualifiaa 
for a Rural Talapbona Bank loan. 

As you bava frequently pointed out, Hr* Chairman, there are 
three essential elements that will typically determine tba 
economic success or failure of most rural communities — avail- 
ability of employmant and education opportunitias and access to 
quality health care. Modem talacommunications infrastructure 
will play a substantial role in ensuring tba dalivary of aacb of 
thasa crucial elements. 

Provisions of the Food, Agriculture, Conearvation , and Trade 
Act of 1990 (Public Law 101-624} which were advanced by you, Mr. 
Chairman, and this subcomaittee provide statutory recognition to 
the fact that telecommunications development is synonymous to 
rural economic development and that the REK and its programs 
enhance the delivery of both. In connection with that legisla- 
tion, Congress found that: 

"(1) making modem talacomauni cat ions technology 
and services available in rural areas in tba Unit- 
ed States promotes economic development and im* 
proves the quality of life in rural areas; and (2) 
the efficient operation of the Rural Telephone 
Bank and the Rural Electrification Administration 
telephone loan programs is essential to the con- 
tinued development of the telecommunications in- 
frastructure in rural areas in tba United States.** 

Four recent national studies agree with this assessment, 

including: HTIA Te l^cgm 2QQQ; C hart I Jig, t h e CQurs^ for a Hg v 
Century (Kational Telecommunications and Information Administra- 
tion) ; Rural ftgerigfl at thg gr<?ggr9adti tJfiWgrKlng f9r th? ftiturt 
(Office of Technology Assessment) i Rural AngriCa in the In£<?rBa- 

tl9n Aq^r TelfcgBaunicfltigna.fclJ^gy Xgr-KiralDflyelgpaent (The 
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AspMi Institute) ; and TtltfrfMBlft^^*^^^'** ^~* "^'^^^ "*^^1llir^"^ 
(The Sunbelt Institute) • 

These studies and legislative findings eaphasiie the value 
of rural developiient activities that a sajority of rural telecoa- 
Bunications systems and RBA borrowers in particular have been in- 
volved in for years. These activities have historically focused 
on the business/eBployaent element of rural eeonoaic developaent, 
but recent technological developaente have. allowed rural tele- 
phone systems to play an increasing role in providing essential 
education and health care elements as well. 

We believe in this formula for rural economic development 
success but are cogniiant of the inherent cost associated with 
such initiatives. Cost has been the greatest obstacle to effec- 
tive rural development. Our industry welcomes responsible 
initiatives that will ensure the involvement of existing tele- 
phone systems in revitalizing and sustaining rural communities. 

OOMCLUSIOM 

We appreciate this opportunity to present our views regard- 
ing H.R. 5237 and H.R. 5238. It is a privilege to work with this 
subcommittee on issues relating to rural development and telecom- 
munications enhancement in America's rural areas. We appreciate 
the leadership that you and the other members of the subcommittee 
have provided over the years. 
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Presented by James Brick, MD 

Associate Professor of Rheunatology 

Medical Director. MDTV 

West Virginia University 

Health Sciences Center 1 

Mr Chaiman, mmaibBvu of the subcommittee, I thank you for inviting 
me to talk with you today about Wast Virginia University's MDTV 
program. Chairman English, I congratulate you for your interest in 
bringing the advantages of modem telecommunications to address the 
special challenges of rural health care. 

Mountaineer Doctor Television is a two-way interactive audio and 
video system that uses telephone lines for transmission. It allows 
a physician specialist at the West Virginia University Health 
Sciences Center in Morgantown to see and talk with a patient at a 
distant site. The patient and the community physician also see and 
hear the university physician, just as though they were in an 
examination room together. 

So far, we have only installed the MDTV system at one demonstration 
site, a rural hospital in Wetzel County about two hours' drive from 
Morgantown on a bad road through the mountains. Congress has 
allocated fiinding to set up a system connecting the university with 
five remote sites, and we hope to have that system in place before 
the end of 1992. Senator Robert Byrd deserves particular credit 
for recognizing the great value of such a system. 

Our experience with the Wetzel County demonstration site has 
impressed everyone with the extraordinary potential of the MDTV 
system. You quickly get used to having a conversation with someone 
on a television screen. The images are crisp and clear. 

There are many kinds of health problems for which visual 
presentation of the patient is invaluable for a sound diagnosis. 
In my own field of rheumatology, MDTV enables me to assess an 
arthritis patient in a way that a verbal description over the phone 
would never do. In many fields, ranging from dermatology to 
emergency medicine, actually seeing the patient is often 
indispensable. 
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Who benefits from MDTV? Patients, rural physicians, rural 
hospitals, and the university. 

Patients get the advantage of seeing a specialist without having to 
travel for hours to a major medical center. A patient In pain 
might find such travel too demanding. Patients may not be able to 
take a day off work, and some patients don't have cars. For 
patients In need of Immediate attention, the delay Involved In 
travel might put their lives In jeopardy. 

Rural doctors benefit from MDTV because It gives them the same 
level of professional support that doctors In urban or academic 
centers take for granted. These rural doctors see every kind of 
problem, but they simply can't know everything. Working with our 
specialists gives them the security of knowing they are doing the 
absolute best for their patients. MDTV also will be used to 
provide Continuing Medical Education classes for physicians-- 
courses required to maintain their medical licenses. 

Rural hospitals benefit from MDTV because they can keep patients 
who might otherwise have to be transferred to larger hospitals. 
If we are to have a strong network of rural hospitals, we must keep 
as much of the care In the local community as possible. 
West Virginia University will use MDTV for educational purposes to 
allow medical students to do rotations In rural clinics and 
hospitals, hopefully to encourage them to consider a rural primary 
care practice. 

We're only beginning to envision the full range of uses for MDTV. 
We've already transmitted X-rays of high quality. We can foresee 
uses In which MDTV Is directly coupled with some of the medical 
technology that puts a tiny video camera Into a patient, either for 
surgery or for diagnostic work. 
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As with any application of an important new technology, there are 
issues to be resolved. One of them is reimbursement. Currently, 
there are inconsistencies in whether or not physicians will be 
reimbursed for an MDTV consultation. Furthermore, there are no 
provisions in Medicare, Medicaid, or private programs to offset 
operational costs for the system. This may preclude some rural 
hospitals from being able to join progreuns such as MDTV. 

Purchase and installation of telecommunications equipment is 
costly, but once the system is in place, it should need only 
routine maintenance. However, MDTV requires a dedicated Tl phone 
line for each site, costing the hospitals between between 1,000 and 
2,000 dollars per month. Satellite transmission may play a future 
role, but it may be even more expensive and there are problems with 
patient confidentiality. So funding for operations is an area 
where the federal government needs to play a meaningful role. 
There are also regulatory issues that the government will need to 
address. 

Mr. Chairman, I applaud your initiative in the field of 
telecommunications and rural health. Our experience in West 
Virginia has convinced us that there is a bright future for this 
technology— -and the potential for immense benefits for people 
living in rural areas. 

For further information about the MDTV system, please refer to the 
Overview and the article in ON CALL magazine, both attached to this 
testimony. 

(Attachment follows:) 
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OVBRVIBW 

West Virginia University is committed to addressing many of the 
problems in rural West Virginia. The financial viability of many rural 
hospitals is in question. Physicians in rural communities are 
professionally isolated mzUcing it hard to recruit and retain needed 
primary care doctors to rural areas. It is difficult to provide 
continuity of care for patients when primary and tertiary providers are 
located at considerable distances. Survival of rural hospitals and 
availability of healthcare is essential for the economic development 
that must occur in West Virginia and other rural states. 

WVU Health Sciences Center's Mountaineer Doctor Television (NDTV) 
will allow for major changes in the relationship between health care 
providers in rural areas and specialists at the Health Sciences Center. 
This two-way audio and video communications network will link rural 
hospitals and physicians throughout West Virginia to nearly instant 
access to the medical and technological resources of the Health Sciences 
Center. Using Tl telephone lines, the NDTV system will provide rural 
West Virginia physicians with . state-of-the-art interactive 
communications with physician specialists at WVU. Cameras and 
televisions at each site will permit 24-hour-a-day communication for 
patient medical consultatign, emergency assistance, Continuing Medical 
Education programs, and other areas deemed useful. 

This program is an expansion into video communication of a highly 
successful telephone (audio only) medical information service already 
offered at WVU. The Medical Access and Referral System (MARS) receives 
more than 1,500 calls monthly from West Virginia physicians, about two- 
thirds of them practicing in rural areas who need advice on the 
treatment of patients. With MDTV, specialists at WVU who are called 
upon for medical information will actually be able to see and interact 
with the patient and the community doctor; at the S2une time, they will 
be seeing the university physician. For many medical opinions, the 
visual presentation of the patient is crucial for accurate judgment of 
treatment success. 

With the network in place, MDTV will allow many patients to remain 
in their local communities and receive the benefit of care and treatment 
from WVU's tertiary care center. The system provides video consultation 
services on such critical matters as transfer decisions of emergency 
patients. MDTV can transmit clear images of X-rays, CT scans, 
laboratory slides, and other diagnostic materials; if it is desirable, 
the images can be printed out by a copier built into the system. Video 
images such as those obtained during colposcopies and other procedures 
can be transmitted to WVU and recorded on videotape there. 

In addition to providing information at the flick of a switch, NDTV 
offers another solution to professional isolation and thus to the 
retention of providers in rural areas. Through NDTV, Continuing Medical 
Education, which has recently become mandatory for every physician in 
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West Virginia, will be available to West Virginia's rural physicians 
without their ever having to leave their community to receive the 
credits. Community physicians and other health professionals can gather 
at the MDTV site and interact with WVU physicians during departmental 
grand rounds, weekly conferences, or special CME events. A weekly 
schedule will be distributed to the outlying sites to inform physicians 
of the CME offerings available. 

National data indicate that medical care can often be delivered in 
a more cost-effective fashion in the small community hospital. The MDTV 
system offers the opportunity to show that the most up-to-date 
consultative help can aid in this process by keeping the patient close 
to home and helping to ensure the viability of our rural hospitals. 

In the spring of 1991, MDTV was unveiled at Wetzel County Hospital 
in New Martinsville, West Virginia, a site chosen because of the 
hospital's progressive management and its strong commitment to serving 
rural people. 

Wetzel County Hospital continued to function as an MDTV demonstration 
site for one year and has been used both for patient information and for 
educational programs. 

The MDTV system also offers the opportunity for linkage with 
medical, nursing and other health professions students who are rotating 
through rural areas so they can see first-hand the advantages of small 
town practice and life. MDTV will enable these students to maintain 
daily contact with WVU faculty. 

To ensure that the system meets the needs of the rural areas, a 
''users committee" with physicians and administrators from each site will 
be established. The committee will develop protocols for scheduling, 
ascertain needs for Continuing Medical Education progrzuns, and keep 
informed of system improvements. 

In addition, staff will be dedicated to analyzing the utilization 
of the system and judging the efficacy and cost efficiency of the MDTV 
system. Specifically, a tracking system will be put into place that 
allows analysis of the type and frequency of consults, any technical or 
programmatic problems that are encountered, and the benefits that rural 
providers have realized through the implementation of the system. 

Data will also be collected from patients and health care providers 
after each patient encounter to assess their satisfaction. Cost-of-care 
data for patients whose care is continued in the rural hospital after 
specialty consultation through MDTV will be collected prospectively for 
comparison with costs of patients at the two referral centers in 
Charleston and Morgantown. These comparisons will be made after the 
patients are matched for severity of illness and diagnosis. These 
protocols for data gathering and analysis will be developed in 
consultation with nationally recognized experts on cost-of-care analysis 
and patient satisfaction. 
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COMMENTARY FROM AMERICA'S CONSERVATIVE BUSINESS LEADERS 
U.S.B.I.C CovenuncBi Jolm P. CrcgM, C Bfyan Little , 

Relatiom Pmident Diicoor 

STATEMENT OF THE UNITED STATES BUSINESS AND INDUSTRIAL COUNCIL 

ON 

THE REVITAUZATION OF 

HEALTH AND EDUCATION IN RURAL AMERICA ACT OF 1992 

(HR 5327 & HR 5328 by Rep. Glenn English) 

In the few days since the introduction of The Revitalization of HeaJth and Education in 
Rural America Act of 1992. we have not had an opportunity to fully analyze this proposal. 
However, based on the sketchy information available as of today, we can offer the 
following comment: 

* HR 5327 and 5328 provide for $50 million in new grant monies for improvements 
to rural telecommunications capabilities, specifically for the use of healthcare and 
education "consortia." as defined at some length; 

* The bills require the Governor of any state wishing to participate in the program 
to submit to the REA Administrator a "wish list" of proposed capital improvements 
of his state's telecommunications system; 

* The bills perpetuate and expand the taxpayer-funded below-market rate interest 
program under the Rural Telephone Cooperative program; 

* The bills expand the definition of 'rural' for that loan program from a population 
threshold of 1500 to 10.000. As an example, this would allow virtually the entire 
state of OI<lahoma to qualify under the loan program mentioned above. 

In general, we have several concerns and criticisms of the bill of offer 

* In the current fiscal climate in which the deficit may top $400 billion this year and 
the national debt may reach $4.5 trillion, where will $50 million be found to fund 
this program? 

* If there is a pressing need for such a federal grant program (which we strongly 
doubt) we wonder if the need could be served nfK}re easily and cheaply by an 
existing grant program under the Department of Agriculture, the Department of 
Commerce, the Department of Education, or the Department of Health and Human 
Services. (over) 
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In general, we believe this new program proposal is being made for one reason: to 
expand the already great influence of the REA and RTC lobby by creating a new reason 
for these agencies to exist in the first place. 

These agencies long ago futfiiled their mission of bringing telephone and electric service 
to rural areas. Now is the time to convert REA and RTC customers into utility rate- 
payers, customers of private utilities. Existing co-op electric and telephone infrastructure 
can and should be converted to for-profit ownership by the private sector, with tax 
incentives where necessary to continue service to areas where unit costs of providing 
service may mal<e profitability marginal. 

Respectfully submitted, 

June 2. 1992 
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DEPARTMENT OF AGRICULTURE 

OFFICE OF THE SECRETARY 
WASHINGTON. O.C. 202S0 



Honorable E (Kika) de la Garza 
Chairman, Committee on Agriculture 
U.S. House of Representatives 
Washington, D.C. 20515-6001 

Dear Mr. Chairman: 

Thank you for your letter requesting the Department of Agriculture's 
recommendations on H.R. 5237 and H.R. 5238, bills to amend the Rural Electrification 
Act of 1936 (RE Act). 

The Department has had serious concerns with the introduction of both bills and 
opposed their passage as the Department stated before the House Agriculture 
Subcommittee on Conservation, Credit, and Rural Development on June 2, 1992. A copy 
of the testimony has been provided with this letter. 

Since that hearing, the full Committee on Agriculture held its mark-up which made 
some content adjustments and created one "omnibus" H.R. 5237. The new H.R. 5237, in its 
present discussion draft form dated June 26, 1992, still contains most of the same 
philosophical and managerial issues the Department initially opposed. If enacted, H.R. 
5237 could have a far reaching negative impact on the REA programs. The Dq>artment*s 
comments could change depending on the final bill and report Ismguage. However, in its 
present discussion dnSt form, the Department opposes the passage of H.R. 5237, and 
would recommend to the President that he not sign the bill if pa^ed by Congress. 

One provision of the legislation addresses the issue of lien accommodations and 
subordinations, an area in which REA is already undertaking a comprehensive review of its 
policies and procedures, as well as a major revision of its mortgage agreement. In £act, a 
public hearing was held on June 30, 1992 in which 18 wimesses dppanGd including the 
General Manager/Executive Vice President of the National Rural Electric Cooperative 
Association. REA is intent making revisions through the rulemaking process with the total 
involvement of its borrowers. Such rules would not mandate, as does the bill, that lien 
accommodations and subordinations essentially be granted on request. 

It is important to recognize that the REA electric loan program has about 25 
percent of its portfolio troubled with estimated loan losses of $2.8 billion. H.R. 5237 would 
further jeopardize repayment of the approximately $37 billion in all outstanding REA loans 
and loan guarantees if the on request lien accommodation and debt subordination 
provisions are enacted. We estimate that this would increase loan losses resulting in 
significant pay-as-you-go costs, if enacted in FY 92, based on the Budget Enforcement Act 
scoring conventions. 

We view these provisions as counterproductive and unnecessary. Hence, we 
strongly oppose their enactment. 

With regard to the issue of discounted loan prepayment, REA is in favor of 
permitting a borrower to prepay the outstanding balance of that borrower's insured loans at 
the face value of remaining indebtedness discounted to present value. However, in 
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prepaying such a loan, it should be a fair exchange of benefits, both to the borrower and to 
the taxpayer. This legislation does not provide a balance of benefits for the taxpayer and 
the borrower. 

If the legislation were to be enacted into law, it would in fact demonstrably favor the 
borrower three different ways. First, the borrower would receive the benefit of the initial 5 
percent subsidized direct insured loan. Under the legislation, the borrower would be 
permitted the use of tax exempt financing to make its prepayment, and finally the borrower 
would receive the third benefit of prepaying its loan at a discount. Then after a brief 
waiting period the borrower would be allowed to again be eligible for the REA program by 
tiling loan applications. 

This re-eligibility provision of H.R. 5237 causes the Department great consternation 
not only because, among other things, it permits the above cited tax exempt financing for 
prepayments and allows a borrower future financing under the RE Act after only a 5 year 
waiting period but also because the legislation would override previous agreements in 
which borrowers agreed to prepay under the condition that they would not be allowed back 
in the program. In 1987, 50 electric and telephone loan program borrowers prepaid $727 
million of outstanding REA direct loans (2% and 5% interest) for $428 million, thereby 
receiving a discount of $299 million. The discount was given in order to encourage 
financially healthy borrowers to graduate from the REA program and rely on private credit 
markets for future borrowing ne^s. The prepaying borrowers were also given a special 
federal income tax break. Cooperatives were given the loan discounts and special tax 
treatment in return for agreeing (by contract) they would never again borrow from REA. 
H.R. 5237 would allow these borrowers to borrow again and not pay the contractually 
required discount with interest. This could amount to over $60 million of losses to the U.S. 
taxpayers. The discounted loan prepayment provision simply ignores the growth and 
maturity of many electric and telephone systems and contributes to the existing loan 
backlog. It does not encourage financially able borrowers to move closer to seeking private 
capital sources and allow needier borrowers quicker access to scarce federal dollars. 

The Department also has serious concerns with the new grant program. The 
proposal which authorizes up to $50 million in grant money increases the scope and 
responsibility of the REA in a time of limited budget and staff. This new program would 
add significant program responsibilities to the RE Act and cause management strains in 
administering such an extensive new program. 

The bill would also increase the size of cities, villages or boroughs eligible for REA 
fmancing, under the definition of rural area, from a population of 1,5()0 to 10,000 and may 
thus cause severe hardships for small REA borrowers. This change would increase the 
number of subscribers eligible to receive service from REA financed companies from 5.6 
million to about 45.4 million. For example, places such as Palm Beach, Florida, Falls 
Church, Virginia, North Myrtle Beach, South Carolina, Rancho Mirage, California, and 
Sausalito, California, could possibly qualify for REA assistance. 

The legislation also includes language which would hold harmless distribution 
borrowers responsible for the financial problems of their systems' generation and 
transmission (G&T) plants of which they are voting membiers of the Board of Directors. 
The provision would obligate the Agency to continue lending to the distribution borrowers 
whether or not a G&T REA debt is being repaid. This provision highlights one particular 
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state where the G&T in bankruptcy litigation owes the government over $1.1 billion. This 
legislation, if enacted with this provision could weaken the government's case and set a 
dangerous precedent for future situations. 

The Office of Management and Budget advises that there is no objection to the 
presentation of this report from the standpoint of the Administration's program. 

We hope this information has been helpful. 

Sincerely, 



Edward Madigan (J 
Secretary 



Enclosures 
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THE HONORABLE DAVID WALTERS 
GOVERNOR OF OKLAHOBiA 

Mr. Chairman, it gives me considerable satisfaction to testify in favor of 
H.R. 5238, an act to revitalize health and education in rural America. 

Let me commend Congressman English, the senior Member in the 
Oklahoma delegation, for sponsoring this most important, constructive and 
far-sighted piece of legislation. 

Let me also commend Rural Electrification Administrator Bergland as 
well for his enthusiastic endorsement and support of this legislation. 

Nearly 55 years ago, the REA was given the far reaching and seenungly 
impossible task of lighting rural America. Thousands and thousands of small 
towns across America, in which millions of Americans reside, were without 
the convenience of electricity. Progressively and rapidly, the REA went to 
work and within six years rural America was electrified. Today there are over 
1,000 REA co-operatives across the country. 

Now, time, events and circumstances suggest that as surely as there 
was a need for electrification of rural America in 1936, there is a need just as 
great today to link our rural commimities into a health and educational 
network. 

Like other rural states across America, Oklahoma is experiencing a 
severe shortage of primary care services in its rural areas. Physicians 
practicing in the country just do not have ready access to the wide range of 
available medical expertise commonly called upon to support medical 
decision making in more urban areas. If Congressman English's bill becomes 
law, however, Oklahoma will have an opportunity through fiber optics to 
link urban medical expertise with rural health facilities and practitioners, 
providing the level of comfort and expertise needed to encourage and sustain 
new rural medical practices as well as public health and rural clinic activities. 

Ck>vemor Walters Testiiiiony«Jiine 2, 1992«page 1 
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Let me be more specific. It would mean that we could use fiber optics 
to link our major hospitals, medical and osteopathic schools and research 
institutions into a network that would make it possible for a rural medical 
facility to call into the network and command a vast array of medical 
expertise on any given medical problem. This linkage would allow a doctor 
in Hobart, for example, to take consultation with an eye specialist at the Dean 
McGee Eye Institute in Oklahoma City, to transmit images and medical data 
back and forth from the patient in Hobart to the specialist at the Institute in 
such a nuumer that the specialist can support an earlier correct diagnosis of 
the problem, or in the case of an emergency, actually advise the attending 
physician as to what initial care should be given. 

Moreover, Mr. Chairman, the fiber optics technology applied to a 
medical consultation consortiimi ~ specialists, researchers and academicians - 
- makes available expertise in a manner efficient to the rural citizen. I can 
recall, as a youngster growing up in Southwest Oklahoma, that my family, 
like others, always had to travel to Oklahoma City to get specialized medical 
attention. With this legislation, specialists will be able to treat a patient 
almost as though he/she were in his or her office. 

Particularly instructive in that regard are the activities of Texas Tech's 
Mednet in providing a wide variety of medical and public health related 
education programs on a regular schedule. Combine medical education with 
the high resolution capability of fiber optics and isolated rural physicians are 
brought immediately into the mainstream both in maintaining their skills 
and receiving much needed diagnostic support. The winners are the folks 
struggling to preserve a livelihood in rural America whose lack of access to 
both primary health care and high quality education has become a real 
handicap. 

Governor Walters Testimony«Jiiiie 2, 1992«page 2 
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In the area of education, Oklahoma's Talk-Back Television network 
has made a fixture of interactive televised instruction in Higher Education, 
but rural elementary and secondary schools need the same facilities to take 
advantage of the best teachers and up-to-date instruction. 

In the panhandle area of Oklahoma, which is very lightly populated, 
fiber optic networking now exists between all save two local school districts. 
A Spanish teacher in Beaver can simultaneously and interactively teach 
classes at her home school and Forgan, miles away. Teachers attend staff 
development seminars linked together, even though they are physically 
located in several remote locations. This technology is critical to the very 
survival of these schools and H.R. 5238 would help states make the 
commitment to expand such services to all rural areas. 

As a first step in Oklahoma, we have recentiy passed legislation to 
create an Oklahoma Government Telecommimications Network. With this 
legislation, we will begin to pull together state agencies and state educational 
institutions to more effectively utilize their present telecommunications 
capabilities, eliminate duplication, and develop a joint plan to embrace new 
technology including greater use of fiber optics. The implementation of this 
new Oklahoma law, together with Congressman English's bill, will position 
rural Oklahoma to move rapidly forward in providing much needed health 
and education services to rural areas and I urge its passage. 



Governor Walters Testimony^June 2, 1992«page 3 
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